3    1151    02679   7310 


1^ 


^r,!:i^45» 


"'?^ 


■^^•^' 


A    STULY  QI   Tii2  EATlOli^  DEBT   OF  J.*x-.Ji» 
BY 
SHIMJIRO  i^IT^SA';^. 


.»  IISSSKTAIIOII. 
SUBI.IITT2D  TO   TilS  BOAED  CF  UKIVEF.SITY   STITIZF:   CF  liiZ 

jch;:£  iioi-i.ius  uuiyeksity  m  cciifoemity  7;iih  the 
rE:;uiP.2M2i,'Ts  fcf.  to:  degree  cf  locTon  cf  ikiic^cpky. 


1914, 


/I^Cj,  10^" 


C01iIZL'T2, 

Pace 

liiTEOLUClioii I. 

Cn.uT£l.        I.      iilSirCRY   OF   IliZ  K-.TITE-U-   Ixjix. 

1.    ^ogiiminfes   of  the   Lcbt    (1870-1694)    1 

£.   lerioc    of  ^ar  Financiiic:   (1C94-1905) 9 

S.   Jferiod  of  liational  Expanaion   (1905-1915)....  ZZ 

CHRIST.      II,       Tii2  E-1TI0L^.L   Cr^:DIT. 

1.    The  Early  xeriod    (1870-19^3) 32 

£.    I;urin£-   the  '.Var  with  Russia   (1903-1905) 41 

3.    Since    the  ".ar  with  r.ussia   (1905-1913) 51 

CHUTES  III.      -iI;Mi::iSTEAIIOiI  CF  Tl^  K^TIdJ.*!  DE3T. 

1.  The  BanJb.  of  Japan. 57 

2.  Consolidation  and  Conversion C2 

3.  .amortization 73 

CH^IEP.        IV.    Ti^  EFFECT  OF  THE  UuTIOU.U:   lE^T. 

1.  Views   hslc^   hy  authorities 68 

2.  leal  Effects. . . . , , 92 

5.    ielusive   Specie  Reserve  -tbrocid 96 

CiLUPTEI.       V.TIIE  pr.ESEUT  FIIUKCIAl   STATUS  AUL  FUTIT.Z  lEOSIECTS. 

1.  -^resent   Taxation 102 

2.  Expenditure   of  the  armament 105 

3.  Social  Inrebt 105 

4.  Bright   Future 106 

-vcJrZliLIX 212 


PK2FACE, 
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Introduction, 

The  keystone  of  all  modern  adttinislrations,  v;h«tfcer 

national  or  municipal,  is  financa.  Indeed  the  richer,  more 

industrious  and  more  acSvanced  a  country  ie,  the  greater 

v.ill  be  the  importance  of  its  finance,  lie  discvssior  of  the 

public  finance  of  a  country  v.-ould  be  complete  without  some 

reference  to  its  public  debt,  for  "the  general  financial 

position  of  the  country  mainly  depends  upon  the  public  Lebt 

1 
and  its  m-inageraent," 

7;e  are  living  in   an  ag-e  of  growing  expenditure. 

Ihis  remarkable  increase  of  public  expenditure  is  met  partly 

by  taxation  and  partly  by  loans,  .although  the  system  of 

public  borrowin£'  is  a  creation  of  modern  times,  the  mpirit:, 

of  its  growth  has  been  marvelous.  T.ith  the  extension  of  the 

crei^it  system  couplec"  v.itl:.  the  oevelopment  of  ether  econorr.ic 

institutions,  the  irregular  mode  of  borrov.ing  gradually 

gave  way  to  one  more  systematic;  which  is  nov  being  employ- 

4 
ee  by  every  civilized  nation  ^o  an  extent  far  bcyon,-  vhat 

was  ever  known  in  any  other  preceeding  age;  indeed  far  be- 
yond v.hat  any  person  at  its  commencement,  or  even  after 
its  considerable  advancement,  believed  to  be  r>racticable. 

1.  Edward  Capps,-Ihe  National  Lebt.  p. 181. 

£.  For  the  study  of  the  growing  expenditure  of  modern 
nations,  eee--. C. Adams, -lublic  Lebt«\p.l2  et  sc^. 
T.QQ   alEo-ieroy-Beaulieu,-Irait©  de  la  Science  des 
Finances.  Tart  11  Book  1  Chapter  6. 
k.I.Eheberg,-Finan2wissenschaft.  Eleventh  edition  pp.4C- 

42. 

2. C.F. Bistable, -lublic  Finance,  p. '27. 

4.F..L. Baxter, -Uation:il  Iiebts.  p. 119. 


II, 


liio  doubt  never  tefoic  has  such  irce  use  been  made  of  public 

1 
credit  as  <xt   present, 

Ii:e  resultant  effects  from  the  enormous  ir:creu.£e  of 
ti.e  public  indebtedness,  v/hether  contracted  for  productive 
or  unproductive  purposes,  are  qx ite  evident  to  every  stu- 
dent of  public  finaiECC,  Tne   vublic  debt  exertc  a  most  iii.- 
portant  influence  upon  the  welfare  of  a  nation;  n^y  the 

future  ore-ercinence  of  a  country  derenclt  chiefly  v^^on   its 

£ 
national  debt. 

It  is  an  aCi.nov.'led£-ec'  fact  that  J-tpan  made  a  etrik- 
in£  prOti'ese  in  her  national  life  cx-ring  the  past  half 
century,  ^he  obscure  herr.it  nation  of  fifty  ^;eurs  ago  has 
become  oi-e  of  the  first  rov:ers  o^   the  '..crl(j  today,  Cn  look- 
ing back  at  the  conditions  of  our  existence  in  the  early 
stage  of  the  lieiji  -ikdminislraticri  ve  are  astonished  at  their 
ticplicity,  T.e  had  a  narrow  ciplomacy,  v.eak  ctrmy  anc  navy  and 
v.e  could  not  even  enc:.ct  necessarj-  lav/s  for  ourselves,  Ty;o 
national  trials,  hov.ever,  changed  this  state  of  in2::.tvrity. 
!r}:e  v;ar  vith  C}iina  shoved  Japan  as  a  united  nation,  and  the 
v.-ar  vith  lussia  more  than  maintained  the  reputation,  ^e  have 
become  conscious  of  our  national  strength  ar'eciiiate  to  the 
ma-intenance  of  our  i.opular  i^-idependcncc,  and  ec^ual  stancing 
among  tije  lovers  of  the  T.orld.  But  this  position  vvas  not 
:iC(iUired  vithout  sacrifice  of  life  and  treasure. 

1.  i:,C,-*cims,-lubiic  lebts.p,;:'. 

2,  H, I, Baxter, -National  Lebts.p.lEZ. 


III. 


The  war  v.itL  Eueeia  left  j.   ead  marii  on  the  country  and  espec- 
ially 13  ^on  the  finance  of  the  nation.  The  cost  of  t>.e  IJational 
Inoebteonees,  iR'Lich  BV.ellec  to  such  a  magnittic'e,  is  definite 
and  precise  and  constitutes  a  real  burden  on  the  rrvterial 
resources  of  the  conununity.  On  the  other  hand,  for  the  liquid- 
ation of  the  Lebt,  the  Japanese  Governrient  acopted  the  faulty 
English  amortization  in  lieu  of  the  -imerioan  syeteir;  on  v.'hich 
both  experience  and  scientific  ana^yeie  set  the  seal  of  an  roval. 
Furthermore  in  the  management  of  the  rublic  finance  it  pursued 
the  inconsxEtent  policy  which  gave  birth  to  the  ; resent  financial 
difficulties. 

Great  national  defects  rciiuire  immediate  remedies,  ".'e 
should  be  v.illing-  to  reco£niz-e  and  try  to  discover  errors  not 
only  to  deplore,  but  in  order  to  correct  them  so  that  steps 
can  be  taken  for  the  improvement  of  our  financial  status  and 
the  increase  of  our  prosperity.  (The  study  -f   the  National  Lebt 
of  Japan  is  therefore  most  urg'ent  and  indeed  the  burning-  ques- 
tion of  today. 

^Ithou^L  the  financial  outlook  of  Japan  today  is  ^re- 
carious,  the  future  of  the  country  is  bri£-ht.  Cur  present 
distress  is  to  a  great  extent,  cue  to  :ur  Vvant  of  experience 
in  regard  to  the  financial  management  on  such  a  gigantic  scale, 
neither  our  ministers  nor  the  public  had  prededent  in  the  country 
to  guide  them  tlirough  so  intricate  a  labyrinth.  The  object  there- 
fore they  kept  in  viev  so  far  was  merely  to  relieve  the  pressure 
of  the  present  moment,  trusting  that  posterity  would  find  out 
what  remedy  should  be  applied  to  lighten  a  ruinous  accumula- 
tion Df  the  burden.  But,  happily  for  Japan  the  experiences 


IV. 


of  the  V.'estern  cotmlriee  are  ijastruc  uive  unc  ecientific  finan- 
cial principlee  iiiay  be  ovt   £t}ir  ir.p  beacon.   Lhoiilr  we  eteer  the 
couree  directec  by  past  ever.ts  of  other  nations  and  governed 
by  scientific  truth  v/e  eould  fine  little  cifficulty  in  conduct- 
ing the  grcai  and  most  complicated  operations  of  finance. 

Indeed  it  ie  our  duty  to  leave  the  next  generation,  a  better 

1 
financial  situation  than  there  is  today. 

The  etvdy  of  Eaticnal  lebt  must  by  its  very  nature  be 
critical,  and  there  is  a  good  deal  in  it  which  Japanese  readers 
v.ill  dissent  from.  Indeed  I  can  not  of  course  exf'ect  that  my 
views  on  the  subject  v.ill  comment  themselves  to  all  persons. 
There  are  many  v/ho  may  think  that  I  have  gone  too  far  in  some 
one  direction,  v;]- ile  there  may  be  othere  of  the  opinion  that 
I  have  not  gone  far  enough.  I  have  pointed  out  where  ovr  de- 
fects exist,  where  they  t^rise  and  hov:  in  many  cap-es  they  may 
be  remeciec.  I  shall  not  satisfy  alarmists  for  I  see  no  cause 
for  alarm  in  the  comitions  of  the  country  but  I  shall  have 
satisfied  myself  if  this  study  on  the  National  I-ebt  leads  to 
the  calm  and  thoughtful  reflection-  vhic):  is  most  likely  to 
result  ir.  the  recognitior.  of  more  correct  principles  and  the 
adoption  of  improvementE  beneficial  to  the  velfare  of  the 
Empire. 


1.  ?/ilhelra  Vocke, -Fin-^inzvissenschaft.  p.4C2, 


1. 

Chai.ter  I. 

1.   BEGIKUIUGS  OF  li^   DEBT.  1C70-1694. 

From  the  peiiod  of  ihe  I f eloruiion  of  IR'e,  ny  be  dated 
the  ezietence  of  the  Llational  Debt  of  Jap-in.  Under  t}.e  Feudal 
system  no  inetitution  existed  for  the  issve  of  public  loans  nor 

V,!?  any  reco£nition  of  the  ec^-ual  rights  of  both  creditor?  and 

1 
debtors.   Ihe  loans  v;ore  obtained  by  the  feudal  lords,  in  times 

of  need,  under  the  name  of  clan-bonde  on  th«  pledge  of  specific 
property  or  taxes  or  on  the  pledged  honor  of  the  personal  rulers. 
Even  forced  contribution  was  frequently  enforced.  But  there  cer- 
tainly existed  none  that  could  with  any  propriety  be  termed 
National  Lebt  before  the  Imperial  Government  v.-as  established. 

The  national  life  of  Japan  underv.ent  a  racical  change  ^ftei 
2 
the  r.estoration  of  1668.  Ihe  Kestoration  itself  v;a£  a  revolution- 

aiy  event  to  the  finances  as  v.ell  as  to  politics.  The  succen  cl-ange 


1.  Okoima, -Fifty  Years  of  Eer  Japan.  Vol.l,p.F72. 

2.  Before  18C8,  the  government  v.as  practically  in  the  hand?  of  the 
xokugav.a  Clun.  The  country  v/as  divided  into  about  tv. o  hundred 
and  seventy  smalJ  and  practically  independent  state?,  each  under 
the  semi-military  ruler  of  a  feudal  lord  holding  his  authority 
from  the  Imperial  court.  The  head  of  the  ruling  clan  v;a?  callec" 
the  Shogun,  having  his  seat  in  Yedo. ( Tokyo. )  The  Emperor  liv«d 
in  Jujolo   and  while  nominalJ;;  t}:e  source  of  pov.-er  and  ;onoy,  he 
lived  apart  from  his  subjects,  save  a  fev/  court  nobles,  and 

had  little  influence  in  the  political  affairs  of  the  govern- 
ment.  The  purpose  of  the  lestoration  of  1808  Vfas  to  put  acide 
the  Chogixn  and  to  bring  forv;ard  the  Emperor,  not  only  as  the 
source  of  power  and  honor,  but  also  as  the  defacto  head  of  the 
actual  government. 


from  a  lont -eetablished  fe\.dulieni  to  x  ■unified  form  of  the  State, 
calleci  forth  many  eacteneive  and  reeolv;te  political  and  financial 
echemee.  .ierhaps,  hovever,  the  graveet  eubject  that  ever  confront- 
ed the  new  Government  was  t>;e  financial  reorganization. 

The  new  Government  had  u  series  of  difficult  financial 
tasAE  to  face.  It  had  to  compensate  the  feudal  lords,  who  eur- 
rendered  their  ri£htE  and  propertiee,  it  hac  to  strengthen  the 
esiuipment  of  the  army  and  the  navy,  in  order  to  maintain  a  position 
among-  the  powers,  and  it  had  to  improve  the  industries  anci  trans- 
portation to  increase  the  national  wealth.  To  organize  the  finan- 
cial system  in  such  a  manner  as  to  suit  centralized  administration 
anc  to  develope  in  parallel  the  industiial  resources  of  th.e 
country  was  the  most  embarassing-  problem  the  Government  had  to 
solve.  Uot  a  few  radical  changes  took  place  in  the  nature  and  pro- 
portion of  the  public  expenditure  with  the  dawn  of  the  new  regime. 
Cince  these  changes  were  fundamental  as  well  as  sudden  the  Gov- 
ernment was  inevitably  driven  to  various  hasty  and  careless  fi- 
nancial measures  in  orcier  to  meet  this  tra-nsitional  juncture. 

The  principal  feature  of  debt  history  during  the  reriod 
leVC  -  1694  was  the  creation  of  new  debts  for  the  following 
purposes. 

1.  For  the  abolition  of  feudalism. 

£.  For  the  financial  readjustment. 

Z.    For  the  improvement  of  industry  and  transportation. 

4,  For  military  affairs. 
The  loans  issued  for  these  purposes  may  be  tabulated  as  in, 
lable  ^. 


TABIE  A. 
H^TIOEAl  DEBT   (  1670  -  1894) 


Eaice  of  Loan. 

Amount 
issued. 

Kate  of 
interest. 

Years  of 

ieeue. 

For  ti.e  Abolition  of  Feudalism. 
Yen. 

The  Bew  loan 

12,422,825 

1872 

The  Old  loan 

10,972,725 

4  ^ 

1872 

Hereditary  -ens ion  ^o:f.i\ 

172.902,900 

5,6,7&  10?S 

1677 

. -.pitalized  Pension  Lo±n 

16,565,850 

8^^ 

1874-1876 

Shinto  i'riests  Pension 

SS4,050 

eyi 

1874 

7  /o   Foreign  Loan 

IJ, 712,000 

7fc 

1873 

For  the  Financial  ?>ead justment. 

iaper  Money  Exchange  Loar 

6,669.250 

efo 

1873-1883 

Unregistered  iiinsateu 
i::xchinge  loan 

7,929,900 

ef. 

1864-1886 

Consolidated  public  loan 

175,000,000 

5% 

1887-1897 

For  Economic  Improvement. 

9  '^j   Foreign  Loan 

4,880,000 

99b 

1870 

Industrial  WoriiS  loan 

5,694,300 

5% 

1878 

A^akasendo  Kd.Xoan 

20,000,000 

7f" 

1884-1865 

Supplementary  Kd.Loan 

2,000,000 

5% 

1689 

For  iiilitary  Affaire. 

Civil  "^'ar  Loan 

15,  COO, 00.-. 

5;: 

1877 

Uaval  loan. 

17,C00,0C0 

5% 

16^6-1889 

uith  the  Mbolition  of  feudalit^n  nnd    Vre   oEla'bliphir.ent 

of  the  :^i  efeclu-il  system  in  1871,  the  central  Government  hac' 

to  deal  v.'ith  xnO    no  just  such  debts  which  had  ^een  contracted 

by  feudal  lords.  iLe  indebtedneee  incurred  by  them  v.:ie  a  very 

varied  and  considerable  amount.  Ihe  nev;  Government  har  to 

take  up  t]:e  debt  of  its  predecessors.  To  convert  these  feudttl 

bonds  into  Imperial  loans,  the  Coverninent  issued  the  loans 

2 
under  tv;o  denominations  in  18713.  The  so-called  Ee\i   iublic 

Loan  Bonds  V;ere  alloted  foi  the  debts  made  by  each  clan  be- 

tv.een  1868  and  1672  and  the  Old  Public  loan  Bonds  for  those 

contracted  'between  1844  anc"  18G4.  This  v.as  the  first  public 

Z 
loan  raised  at  home. 

I7hen  the  feudal  lords  surrendered  to  the  Em.peror  their 

properties  and  rig-hts,  it  becaTre  necessary  for  the  Government 

to  renumerate  them  for  their  sacrifice.  Also  vassals  who 

formerly  depended  upon  their  lords  had  to  be  supported  by  the 

.4 
state.  A  series  of  bonds  knov.n  as  hereditary  iension  Bonds 

5 
and  Capitalized  tension  Jonds  v;ere  floated,  bef inning  in  1878 

v.hich  v.ere  granted  to  the  feudal  people  according  to  the 

nature  and  amount  of  their  former  incomes,  Thus  the  feudal 

lords  and  pensioners  became  XYe   holders  of  the  cublic  bonds. 


1.  The  total  amount  of  the  feudal  loans  amounted  to  21,CtZ,68C 
Yen  of  which  7, C 32, 188  Yea  paid  ir  c jsh  and  the  rest  rith 
bonds. 

2.  Ordinance  Eo.  115.   March  25th, 187S. 

3.  The  borrowing  of  money  by  the  government  began  in  JulylSCL. 
The  Government  m.'de  the  first  loan  to  the  amount  of  1,000, 
000  Yen  from  the  British  wriental  Bank  in  order  to  pay  the 
debt  v.hich  the  Tokugawa  Government  ov.ed  to  a  Frenchman. 

4.  Ordinance  i^o.  29,  llarch  1874, 

5.  Ordinance  Ho.  108,  ^.ugust  5th  ,  1870. 


1 

In  1678  J.  rinjiliar  favor  of  pi-  T.iirif  '--eneion  bonds  was 
extended  ^hinlo  -rietlL  v/IjO,  in  cor.sciuence  of  the  chinfe  in 
the  aciminislration  of  the  ^hinto  temple,  had  been  de.^rivec!  of 
their  posts  and    of  their  means  of  subsistence. 

In  order  to  obtain  the  ftmd  with  which  to  pay  the  Feufiul 
lords  and  vassals  and  to  meet  other  necessary  expenses,  t;.e  so- 
called  seven  per  cent  sterling  lean  was  raised  in  Enjl-ind  in  1672 
to  the  amoimt  of  2,-i00,000  ^otinds.  The  issue  v/ae  oversubscribed. 

Zo   much  lor  the  creation  of  the  debt  necessitated  for 
the  abolition  of  feudalism.  V.e  nov:  pass  to  the  debts  called 
forth  by  financial  adjustments. 

During  the  last  period  of  the  old  re^itne,  all  tl^e  feudal 
lords  were  so  embarassed  by  the  crippled  finances  that  they 
issued  paper  notes  by  permission  of  the  Shogun's  Government.  Eot 
only  v.ere  these  paper  notes  numerous  in  variety  but  the  amount 
iseued  was  enormous  and  so  worthless  and  pernicious  that  the 
evils  attendant  upon  such  issiies  v.ere  intolerable.   The  re- 
sponsibility for  the  disposal  of  these  feudal  notes  rested  upon 
the  nev;  Government.  In  order  to  convert  these  old  pacer  notes, 
the  Government  issued  new  paper  notes  in  august  1875, 

Trior  to  this,  hov.ever,  the  issue  of  paper  money  had 
been  practised  incessantly  by  the  nev;  administration  since  1868 
to  meet  the  deficit  of  the  treasury  and  to  defray  the  extraor- 
dinary expenditures.  It  was  natural  in  conducting  such  a  gigan- 
tic task  as  the  Restoration  that  tl-e  Government  should  have 

1.  Ordinance  T-o,  32,  IJarch  12th  1877. 

2.  Ordinance,  .^pril  2?rd  1G70, 

2.  The  actual  sura  received  v.as  2,2rO,000  sterling  pound,  the 
issue  price  bein^'  92.5  for  100,  though  the  subscription 
reached  to  9,5CC,:0C. 


roqi'iired  ar.  immense  amount  of  money  for  varioue  disbursements. 

Hov/evar,  tiie  establishment  of  the  new  xdministriition  7.-as  not 

accompanied  by  ample  nation  il  revenue  nor  did  there  exist 

any  system  by  v.hich  the  internal  resources  of  the  country 

could  b«  brought  into  action  to  m«at  the  •xigencies  of  the 

time.  The  entire  revenue  scarcely  supplied  one-half  of  the 

required  expenditure,  Ihe  Government  had  tljerefore  to  rely 

continually  on  issuing  unconvertible  notes. 

But  the  reckless  issue  depreciated  their  value  and 

brourht  forth  evil  fruit  in  great  abundance.  In  1869  the 

2 
maximum  amount  was  fixed  (32,500,000  Yen)  and  a  decree 

was  promulgated  to  convert  the  paper  notes  into  the  nev; 

coins  by  1671  and  the  amount  not  converted  v/as  to  bear  rix 

per  cent  interest.  But  the  Government  was  unable  to  carry 

3 
out  the  promise  of  redemption  when  the  time  matured, 

'Vith  the  object  of  reducing  these  paper  notes  in  order 

4 
to  recover  their  value,  i'aper  Honey  Exchange  Bonds  were  issued 

in  1674,  Ihis  scheme  as  well  as  the  retrenchment  in  the  expen- 
diture was  effective  and  the  value  of  the  paper  notes  was 

5 
gradually  restored  until  it  stood  at  par  with  silver. 

1,  See  r.eport  of  Llinister  of  Jinunce  for  the  First  Zighth  Fiscal 
Period  of  Ueiji. 

2.  Ordinance  May  1859. 

Z.    The  failure  of  the  redemption  v.ae  due  to  the  increase  of  the 
public  expenditures,  the  difficulty  of  finding  out  the 
owners  of  the  bonds  etc, 

4.  Oroin^tnce  L'o,  121,  March  5oth,ie73. 

This  bond  was  registered  and  its  negotiation  was  inconvenient. 
By  an  act  issued  in  1683  the  bond  v;as  chanred  into  unregister- 
ed bond  to  the  amount  of  7,929,900  Yen. 

6.  For  the  readjust!;:ent  of  paper  money,  see, -Ihe  Japan  Fir.ancial 
and  Economic  Monthly,  pages  49-50,  June  1908. 
-^lEO  see, -LI.Takaki,  The  History  of  Japanese  I  aper  Currency. 
Johns  Hopkins  University  Studies.  Series  £l,::o.5. 


The  varioxjs  loane  thue  ruieerl  from  liine  to  tirr.e  by  the 
new  Government  differed  not  only  in  the  munag-ern' nt  but  in  the 
rate  of  interest.  V.'ith  the  steady  and  orderly  development  of  the 
credit  organization  and  reneral  economy,  t> c  rate  of  interept 
began  to  frll,  the  value  of  paper  money  to  be  leetorad  and  the 
price  of  bonds  gradually  arose,  ^he  time  has  come  now  to  con- 
solidate olc  bonds  of  high  interest  into  low  one?.  Ihe  exped- 
ient of  a  reduction  of  interest  w-is  applied  by  Llasayoshi 
llatsukata,  the  IJinistcr  of  Finance,  when  in  1885,  with  a  pro- 
mulgation of  the  famous  drastic  law  known  as  the  Consolidated 
Public  loan  -••i.ct,  he  converted  all  bonds  bearing  six  per  cent  to 
five  per  cent.  This  was  one  of  the  most  inportant  acts  con- 
cerning the  JSational  Loan.  Of  this  act  all  the  exist inr  regu- 
lations and  rules  are  the  outcome. 

Important  as  was  the  adjustment  of  finances,  the  develop- 
ment of  the  national  resources  ras  not  neglected.  The  best 
effort  was  put  forth  to  encourage  national  industry  anr  to  im- 
prove the  transportation  facilities.  Of  all  other  economic 

betterments,  the  construction  of  the  railv/ay  was  thought  to 

4 
be  the  most  necessary.  In  1869,  a  nine  per  cent  sterling  loan 

was  floated  on  the  I ondon  market  through  the  hands  of  .he 

Oriental  Bank  Corporation  to  the  amount  of  1,000,00'J  pounds 

The  rate  of  intciest  v;hich  oscii: 
before,  descended  to  ifo   in  1886. 

£.  ror  instance  6"-  Hereditary  Bonds  which  stood  at  C4.7E3  Yen 
in  1881  rose  to  105.181  Yen  in  18^C. 

3.  Imperial  Ordinance  llo.  65,Cct.  16th  1886. 
For  the  details  of  this  loan,  see  Zudo, -History  of  the 
national  lebt,  Tages  13;- -158. 

4.  Ordinance,  -..pril  £3rd,  1870. 


at  nine  pri  cent  interest.  Thie  v>ae  the  firet  loan  offered  a 

abroad.  The  firet  railway  in  Japan  betv.'een  "okio  and  Yokoh-ima 

was  contracted  with  the  proceeds. 

.X   further  attempt  was  made  in  IS'iG  to  issue  Industrial 
1 
'Vorks  loan  to  meet  expenses  for  the  inprovement  of  the  means 

of  communication  and  the  various  agricultural  and  industrial 

ent-.rprises. 

2 
In  1864,  nev;  louns  were  obtained  for  the  rurpose  of 

building  a  great  railv;ay  from  ^okio  to  Kioto. 

'Vhile  the  Imperial  Government  was  devoting  its  energies 
to  financial  reorf/aniration,  t?ie  insurrection  broke  out  in  the 
south-v.estern  part  of  the  Empire  in  1867.  Though  a  consicer- 
able  amount  of  the  paper  notet  was  issued  to  defray  the  ex- 
traordinary expenriiture,  the  Government  had  to  borrow  fifteen 
million  Yen  from  the  Fifteenth  Bnnk  for   V>  e   Ki.bjVig-dii.  r  ^r  t  •  ^' 
rebellion. 

With  the  object  of  increasint  naval  strength,  the  loan 

4 
v.txS  raised  at  home  in  three  jei^rs  commencing  with  the  year  1686, 

Besides  these  mentionee  above,  there  are  short  term 

5 

loans  in  the  form  of  Ireasury  Bills  issued  from,  time  to  time 
by  the  lepartment  of  Tinance  for  the  sdjuEtm.ent  of  the  Eational 

1.  Ordini-nce  lio.lZ,  Hay  1st,  1^7e. 

2.  On  inance  Mo.  t7  Lee.  27th  1885,  The  :umount  issued  was 
25,000,000  Yen. 

Z,    Lecree  of  Uinister  of  Finance  Ll£rchl887. 

4,  Imperial  Ordinance  xio.  47  June  12'th  1686. 

5.  Orcinanee  So.  24 

Tee  X.UCO, -History   of  -he  A^ationrjl   lebt    of    J-ip-.n.    pp. 104- 
111. 
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Treasury.  They  are  to  be  redeemed  within  the  year  of  iSEue  and 

1 
th«  totjl  amount  ie  fixed  in  the  budret. 

Thirty  years  of  serious  effort  on  the  part  of  th«  lf«w 
Government  to  readjust  the  deranged  finances  was  thus  gradually 
accomplished.  The  equipment  of  the  arcy  and  navy  v.ae  rearranged 
and  many  economic  org-arizations  were  initiated.  Belter  systems 
and  policies  might  have  been  devifced;  but  crude  as  they  were,  the 
hope  of  saving  the  national  life  was  inmeneely  strengthened", 
while  other  nations  beheld  our  management  of  the  stupendous  task 
v.ith  wonder.  The  dar^-est  cloud  in  the  firmament  of  tra  central- 
ized administration  had  disappeared  and  the  collective  interest 
of  the  communily  was  promoted  v/ith  the  foundation  of  the  unified 
national  econon.y. 

1,  See  pp.  58,59. 


2.  PZEioi  OF  ViAL  fii;;J':cii;g.  ie97-i905. 

rinving  traced  ti.e  contractione  of  many  kinds  of  Katioiml 
Lebi  in  the  beginning  of  the  nev.  Governii;ent,  we  now  come  to  the 
period  of  war  financing,  a.   period  by  far  the  most  important 
and  critical  episode  in  the  development  of  Japan's  c'ebt. 

The  characteristics  of  t^ie  r^eriod  of  the  debt  history 
are  found  in  the  great  growth  of  both  capital  amoimt  and  interect 
charge  necessitated  by  two  protracted  wars  and  post-bellrra 
finances. 

i'othing  affecting  the  National  Lebt  occurred  within  a 
few  years  subsequent  to  the  period  at  wi  ich  v.e  have  Just  arrived, 
appreciation  of  peace  and  prosperity  prevailed.  However  this 
healthy  trend  of  Japan's  finances  was  suddenly  fistxjrbec!  by  the 
Chino-Japanese  V.ai  of  1894-1895  and  its  influence  on  the  situa- 
tion of  the  Empire  in  the  Far  East.  Ihe  war  v;ith  China  is  as 
marked  a  peiiod  in  the  development  of  the  debt  as  the  war  with 
Uapolean  1  was  ir.  the  case  of  t>:e  English.  Its  first  effect  was 
to  throw  an  enormous  burden  on  the  resources  of  the  new  Govern- 
ment . 

In  --^ugust  1894,  some  trouble  in  liorea  culiranated  in  the 
outbreak  of  war  betv/een  Japan  and  China.  The  sum  of  four  hun- 
dred million  Yen  was  expended  during  the  war.  These  figures 
are  almost  nothing  compared  with  those  of  the  late  v.'ii  v.ith 
LusEia,  but  in  those  days  when  such  great  financial  manipula- 
tion v.'as  si'L'i'te  a  new  experience  for  the  nation,  the  matter  was 
serious  enough. 
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It  is  not  my  purpose  to  tr^j-ce  in  detail  the  cotirec  of 
fin:j.ncial  manag-ement  for  the  "ur  vith  China,  .i.11  that  is  eesen- 
tij.1  to  the  end  in  view  may  be  ehown  by  a  fev;  comm.ents  "upon 
the  follov;in£-  table.  (Tee  1  bie  L,  ) 

Table  £. 
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In  thie  table  v  ill  be  foi'.nd  certain  f'-.cte  pertaining- 
to  tlie  employment  of  public  credit  and  sileo  an  explanation  of 
the  loan  policy  adopted  by  the  Government  in  viev;  of  tj-.e  con- 
tinuance of  the  war  anc  the  post-bellum  finances. 

Cv;ing  to  the  extraordinary  expenditures  of  v/ar,  it  be- 
came necessary  for  the  Government  to  promulgate  an  Urgency 
Imperial  Ordinance:  entitling  it  to  float  at  its  own  cipcre- 
tion,  loans  and  to  contract  other  kinds  of  rebts.  The  Imper- 
ial Diet  that  was  convoked  soon  after,  approved  the  measure  of 
disbureing  the  war  expenditure  of  tv;o  hundred  and  fifty  mil- 
lion Yen,  supplying  that  amount  by  means  of  domestic  loans. 
In  accordance  with  t};e  program,  the  Governnient  raised  the 
'iVar  loans  and  also  obtained  a  loan  from  the  Bank  of  Japan  -nd 
procured  the  funds  in  replenishing  the  war  expenses. 

The  first  loan  floated  in  1894  to  the  amount  of  thirty 

million  "Yen  v/as  called  tv;ice,  in  ^iUgust  and  lecember.  -he 

issue  met  with  a  great  enthrsivistic  recponre  and  the  amount 

2 
was  greatly  oversubscribed.  Ihe  second  lonn  of  fifty  million 

Yen  was  also  taken  by  the  people  most  eagerly.  For  the  purpose 

of  completing  the  war,  the  Government  in  I-arch  1895  again  came 

upon  the  market,  this  time  demanding  one  hundred  million  Yen. 

The  result  of  the  issue  was  satisfactory. 

1.  Urgency  Impei  ial  Ordinance  To.  144  -.ug.  15th  1S94. 

2.  Imperial  Ordinance  Ko.lZV  Oct. 1695. 

2.  Ordinance  of  lepartment  of  Finance  IJo.?,  1695. 
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The  financial  adminietration  ctii  inf  the  i^ar  irvolved 
serious  difficulty  but  still  compared  v/ith  the  post-bellum 
financial  udjuetuient  WaS  nothing.  The  return  of  peace  pave 
an  opening'  for  the  application  of  linnncial  managenient.  The 
cost  of  the  v.ar  was  eunaring;  the  national  debts  increased  in 
magnitude  and  the  intoiest  of  the  debts  th.'.t  was  three  hun- 
dred thousand  Yen  in  1695  became  eifht  million,  pcven  hunflrec! 
thousind  Yen  in  the  following  year.  IsJov;  that  the  v/ar  is  over, 
the  finances  have  to  be  rendjueted,  the  funds  from  the  Treasury- 
must  be  replaced,  the  loans  from  the  Bank  of  Japan  repaid  and 
any  intrenchment  there  may  have  been  upon  revenue  must  be  made 
good. 

"Ihe  first  two  principles  underlying  the  post-bellum 

program  v.ere"  vrites  -->.karaatsu,  "first,  the  completion  of 

various  national  establishments  necessary  to  the  nev,'  status 

of  the  Empire  and  secondly,  the  simultaneous  and  parallel  de- 

1 
velopment  of  her  industrial  resources."   The  sudden  occasion 

for  the  manipulation  of  accumulated  national  forces  and  the 

successful  result  gave  rise  in  the  Japanese  nation  to  the  £elf- 

consciousness  of  the  national  strength. 

Ihe  victory  over  China  begot  a  new  responsibility  over 

the  international  position  of  Japan.  Ihe  peace  of  the  East 

became  dependent  upon  the  solidity  and  integrity  of  Japan's 

neighboring  states.  Ihe  augi^mentation  of  the  defensive  system 

-f  the  Empire  was  imperative.  :he  first  effort  put  fort]:. 


1,  H.-ikamatsu, -i resent  Finincial  Ctatus  of  Japan.  The  Cun  Trade 
Journal  Hare};  1st  1904. 


therefore,  vhen  the  war  wae  over,  wue  the  exp'.neion  of  the 

military  and  n':val  armaments,  ^i  greater  part  of  the  indemnity 

receivec  from  China  ae  a  result  of  the  war  wus  appropriated 

1 
for  this  expenditure. 

^he  Government  on  the  other  /.'inci  endeavored  to  develop 
the  national  resources  of  the  country,  ^s  the  most  opportune 
means  for  iiix   accomplishing  the  economic  development,  the 
Coveriiment  chose  the  contraction  of  railv/iys,  extension  of 
telephone  and  telegraph  service,  coloniratior.  of  Kokkaiclo, 
subsidy  to  the  mercantile  marine,  encouragement  of  banking- 
enterprise,  establishment  of  agricultural  experiments  anc 
steel  foundry  anc  the  extention  of  the  n^^.tional  nov.er  c-used 
great  public  expenditure  after  the  v.ar. 

The  post-bellum  policy  adopted  by  the  Government  finds 

its  full  statement  in  the  'T.eport  of  the  Tost-Bellum  Financial 

-administration"  published  in  1891.  The  result  of  the  v;ar  "has 

loade  it  necet'Sary  for  the  Government  to  und- rtake  so  many  new 

enterprises  that  the  innual  expenciture  which  hac  to  be  about 

eighty  million  Yen  rose  suddenly  to  the  sum  of  tv/o  hundi  ec 

milliou  Yen  in  the  budget  of  1S96-97  and  kept  on  increasing 

still  further  imtil  for  1900-1901  it  stood  ^bout  two  hundred 

and  fifty  million  Yen,  an  increase  so  sudden  and  so  large, 

completely,  revolutioniring  the  fin-ncial  situaticr.  of  the 

2 
country. " 

1.    Hee   li^etomi,-    .""ai.-ei  3enr  m.    (    Luncbook   of  Finnnce    )    pp.250- 
252. 

£.    r.eport    of  tiie   iost-3ellum  financial    .^cminis  tration.    p.Xlll. 
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-i  stupenOous  stimulue  was  fiven  to  the  uprlsin£'  of  new 
indurtries  .sunong-  the  people  through  the  impetus  caused  by  the 
victorious  war.  Ihe  inflition  of  capital  throu£-h  the  ieere  of 
foieign  loans,  the  proceeds  of  v/hich  were  mostly  spent  at  hotne, 
aided  by  the  ayment  of  Chinese  indemnity  CiUf^ed  a  £-reat  stimulus 
for  the  economic  uprising. 

In  order  to  attain  these  various  objects,  the  Cabinet 
introduced  several  plans  such  as  the  bills  for  regulations  of 
the  Japan  Incurtrial  Bank,  thoee  for  the  .agricultural  and 
Artisan  Bank,  v.hile  bills  for  public  loans,  naval  extent  ion, 
shipbuilding  ^nd  railways  were  promulgated  and  bills  for  the 
increase  of  taxes  were  introduced  into  the  liet.  Despite  violent 
opposition,  the  whole  plan  was  approved  by  the  Imperial  liet 
with  more  or  less  amendment. 

The  loan  was  raised  in  18S6  in  accordance  vvith  the  post- 

1 
bellum  measures  under  the  name  of  the  "lublic  '.ork  Loan"  from 

the  foreign  mari^et.  -  further  attempt  was  made  in  1897  to  obtain 

the  fund  v.ith  a  viev  to  cover  the  expenses  for  the  construction 

of  the  railway  in  order  to  facilitate  the  expl^tation  and  com- 

2 
pleticn  of  the  defence  of  hokkaido.  The  annexation  of  Formosa 

Z 

to  Japan's  domains  necessitated  further  the  raising  of  a  loan 

for  exploiting  the  resources  of  the  island. 

Cuch  v.'as  the  outline  of  the  financial  administration 
after  the  war.  The  whole  nation  was  launched  in  the  post-bellum 
enterprise,  ^t  first,  everything  seemed  to  prosper  and  nothing 
was  left  untouched. 

1.  Law  Eo.  59  .pril  19th  1099. 

2.  law  iio.  92  April  19th  1-99. 
2.  Law  iso.  75  IJarch  20th  1899. 
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So  svdden  and  so  fraat  hov/ever  vvtie  this  economic  ex- 
pansion, that  immediately  a  large  deficit  waE  created  in  the 
revenue  of  the  country;  while  at  the  SHme  time  preat  string- 
ency was  felt  ainon£-  indiistrial  clacses  owing-  to  the  abnormal 
inflation.  The  temporary  boom  caused  by  unnatural  expansion 
did  not  last  long-.  I.e-ction  eventually  came,  follov/ed  by  gen- 
eral collapse,  v/ith  many  sad  stories  of  ruin  and  bankruptcy 
among  misguided  speculators.  The  great  economic  depression 
reached  its  height  in  November  1896  jnd  left  the  financial 
sturcture  of  the  country  almost  a  ruin. 

Twice  had  the  Imperial  Liet  been  dissolved  in  suc- 
cession and  the  national  treasury  v,as  v^ell  nigh  empty  v.'hile 

1 
some  relief  for  the  business  depression  was  iff.perative.  The 

proposal  made  by  the  nev;  Ministry  to  resort  to  an  increased 

taxation  and  the  public  loan  was  approved.  The  result  vvas  that 

an  increase  of  national  revenue  by  about  forty  million  Yen 

£ 
ctnc  the  appearance  of  foreign  loans  in  London,  June  1899, 

(to  the  amount  of  10,000,000  Pounds)  was  the  outcome. 

Cn  ti:e  other  hand  the  Government  postponed  its  post- 
bellum  undertakinfs  and  decided  to  depend  on  revenues  recting 
on  a  solid  basis,  to  balance  all  ordinary  expenditures  with 
the  ordinary  receipts  and  also  take  proper  steps  toward  ob- 
taining a  revenue  needed  ir.  order  to  meet  the  special  expenses. 
The  parity  between  t}ie  receipts  and  the  expenditures  was 


1. Letter  of  Count  Llatsukata  to  LlarLjuis  Yamagata.  Uarch  12,1900, 
2. Law  Kg. 101  ^pril  1899. 
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reetored  and  nationttl  fin.unce8  brourht  buck  at  last  to  its 
normal  path  of  pro£:rees. 

Vi'hen  the  country  had  just  fcunc!  a  clear  way  ODt  of  the 
critical  economic  neoreeeion,  v.'hen  the  inc'UE'trial  ani?  cor.ii.er- 
cial  enterprises  liacf  been  broug-ht  back  to  a  sound  basis  and 
when  it  was  still  a  problem  as  to  v.hether  or  not  the  finan- 
cial adjustment  taken  by  the  Government  woulc'  really  prove 
contributj.ry  to  the  healtly  Industrial  grov/th  of  the  n:ati-jn, 
another  v;ar  broke  out  v.ith  P.ussia  in  1904.  ''o  g-reat  and  un- 
paralled  was  this  conflict,  that  the  v.hole  financial  system 
of  Japan  has  been  profoundly  affected  and  the  enormous  amount 
of  the  present  debt  is  the  most  prominent  of  these  results. 
In  short,  an  entirely  nev.-  financial  sta£e  was  opened  in  Japan 
after  that  memorable  v/ar  and  an  adjustment  to  this  new  con- 
dition is  the  explanation  of  all  the  financial  experiences 
of  Japan  in  the  recent  years. 

The  war  with  Kussia  brought  Japan's  debt  tc  its  max- 
imum. In  this  greatest  strug£le,  lasting  about  tv/enty  months, 
Japan  spent  one  billion,  five  hundred  million  Yen,  an  amount 
approximating  ten  years'  entire  revenue  of  the  country. 

Tov;ard  the  end  of  the  yearl90Z,  all  energies  had  to 

be  directed  to  the  struggle  against  Lussia.  -i  gr«at  augymen- 

tation  of  forces  became  necessary.  Ihe  chief  means  of  revenue 

for  extraordinary  expenditures  employed  by  the  Government 

1 
was  a  combination  of  the  increase  of  tax  and  public  loans. 

The  country  resorted  to  foreign  loans  for  most  of  the  war 

expenses.   london,  -:aris,  Hew  York  and  Berlin  formed  the 

1,  lleiji  Taiseishi  (  iinj.ncial  ..'istory  of  Ileiji.)  p.2b3. 
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places  for  the  floalinf  of  tlie  loans  and  the  difficulty  in 
raieinf  these  loans  was  beyonrl  innfination. 

We  shall  not  follow  in  detail  the  loan  policy  of  the 
Government  during  the  war.  The  following;  tables  will  eiiffice 
to  show  certain  facts  pertaining  to  the  employxaent  of  public 
debts  for  the  continuance  of  the  war.  (See  Table  C  and  Table  I). 

Besides  the  above  tabulated  loms,  the  Government  eoupht 
to  obtain  a  large  amount  of  money  by  means  of  treasury  bills 
and  temporary  loans.  In  adcition  to  these,  there  v.ere  other 
forms  of  certificates  such  as  those  issued  on  the  field.  So 
urgent  -.ere  the  needs  of  the  army,  that  throuphovt  t?o  war,  it 
was  necessary  to  impress  large  quantities  of  supplies,  par- 
ticularly horses,  v;a'  one  and  aide  for  transportation  in  return 

1 
for  which  certificates  of  value  were  given. 

The  Government  on  the  v.hole  vas  successful  in  placing 
the  loans  given  above.  Great  care  was  taken  by  the  authorities 
to  maintain  the  ease  of  money  circulation  by  observing  the 
movement  of  funds  at  the  central  bank,  the  periods  of  receipt 

and  disbursement  at  the  national  treasury  and  the  time  of 
activity  and  dullness  of  the  money  market. 

Zxehec^uer  i.oncl?.  v>?ie  issued  I'ive  tinies  aiter  ■.■  -  declara- 
tion of  war  in  the  spring  of  1904.  One  of  the  mo^t  £i£nificjnt 
facts,  it  will  be  observed  from  the  table,  wete  the  large  amount 
iBt;uec.  AltnougJ-.  a  public  loan  of  one  hundred  million  Yen  laad 

^.  See  table  on  War  Certificates. 

2,  Ihe  liational  lebt  of  Japan,  iublishec  oy  ihe  -L^ep^rtmcnt  of 
Finance  1905,  p. 19. 
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.*ni0unt 
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1.    IC, 000, OCC 

1.12,000,000 
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I  20,::c,ooo 
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interest. 
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Year 

Month 

Amount 

■at  ;he 
end  ol  \ 

Yen. 

1904 

Feb. 

667.000.000 

Llarch 

2.459. COO. 000 

-.pril 

4.385.851.700 

May 

6.596.727.700 

June 

8.5CS.5G5.600 

July 

18. 228.475. 700 

^UK. 

41.704.C54.800 

Sept. 

49.637,757.400 

Oct. 

55.87  0.886.900 

Nov. 

62.476.237.200 

Dec. 

59.609.827.100 

1905 

Jan. 

58.669.733.400 

Feb 

63.032,46C.10C 

Llarch 

7C. 125. 509. 600 

.i.pril 

-   89.771.273.600 

ilay 

86.558.717.600 

June 

88.:- 86, 000.  500 

July 

96.240.353.900 

AVLF, 

89.605,335.800 

Sept. 

87,003.081.700 

Oct. 

80.402,392.950 

Hov. 

75.861.042.950 

Lee. 

72.323.526.250 

1906 

Jan. 

62.954.701.750 

Feb. 

55.666,83^.850 

March 

42.3C6.343.300 

-.pril 

33.802.911.450 

May 

27.055.602.000 

June 

18.350.232.200 

July 

15.253,358.200 

i;o. 


never  been  raised  ut  any  time  ir  the  country,  not  only  hiid 
tJie  economic  c'cvelopmcnt  been  recently  so  ren'.-..rlia,ble  bvt  ileo 
the  whole  nation  v.ar  imbtied  v,ith  tuch  intense  feeling-  of 
loyalty  unci  patriotism  th' t  upon  announcement  of  Ihe  ieetie  of 
iixchcsiuer  Bondt-,  the/  came  forvard  in  response  and  aided  by 

the  etrenuous  efforts  of  the  cential  and  other  banks,  made 

1 
the  issue  a  brilliant  success.   The  amount  was  greatly  over- 
subscribed in  eac]}  successive  issue.  ^11  of  these  five  serie? 
of  Exchee^uer  Bonds  v;ere  repaid  or  redeemed  by  various  methods 
and  entirely  vuid    off  at  the  end  ^f  the  fiscal  year,  1911. 

^urnint;  nov.  to  the  consideration  of  Ihe  loan  propei  , 
the  record  of  evenis  shows  that  the  public  credit  of  Japan 
has  £0  remark?.bly  increased  with  tl:e  progress  of  the  war,  thi 
every  successive  loan  was  obtained-  on  eaf ier  terms,  " ith 
more  desirable  result,  thoug-h  it  cannot  be  said  to  hive  been 
altogether  satisfactory  at  the  commeneenient  of  the  r'ar,  Ihis 
growing-  crecit  of  the  nation  7;:.e  reflected  in  more  favorable 
terms  at  successive  issues.  So  rapid  vgs  the  development  of 
the  national  credit  that  ihe  loan  issue  in  November  1905  was 
more  successfully  ne£otiated  without  any  special  pledge  on 
the  public  revenue.  Ihe  analysis  of  the  movement  of  this 
nation il  credit  \  ill  be  diecustred  in  the  ney.t  chapter. 

The  restoration  of  peace  ir.  July  1905  brough.t  viti  it 
the  necessity  for  a  rai^'ical  reorfani?ation  of  finances. 


1,  The  L'ationil  lebt  of  Japan.  lublished  by  the  Hepirt'jzent  o:^ 
Jin-ance  19C5,  p. 18. 


The  etupendoDE  effort  nut  iorth  in  '.]:'*■   etrugfle  against  Exjeci  i 

v,>£  iccomnliehed  v. it}:  tremendous  strain  upon  the  nation.  Ihe 

victory  w^e  v.oii  but  ihc   country  war  deserted.  "In  ti.e  midst 

of  var,  vhen  tl-e  blood  of  tlie  nation  v.as  up"  as  Cnrfield 

elotjuently  remarked  after  the  £-reat  var  in  America,  "when 

patriotism  was  aroused;  when  the  last  man  and  the  last  rlollar 

v;ere  offered  as  willing  sacrifices,  it  was  comparatively  eixsy 

to  pass  fin'j^nciul  bills  and  raise  millions  of  money.  But  now 

v.hen  we  gather  up  all  our  pled£'es  anri  promises  of  terrible 

y«ars  and  redeem  them  out  of  the  solid  resources  of  t)'?  peoole 

1 
in  time  of  peace,  the  problem  is  far  more  difficult." 

'Ihe   ever-recuirin§-  and  ever-inci  easing  need  of  loans 
during  the  war  swelled  the  Aggregate  sum  continually  until 
it  has  now  become  n  essential  duty  of  the  financial  admin- 
istration to  think  seriously  and  put  a  stoo  to  its  over- 
growth by  a  systematic  payment  of  the  debt. 

This  great  task  with  unii^ue  post-bellum  finances,  7e 
shall  see  in  the  next  and  last  period  of  Japan's  lebt  Histor:". 


1.  :he  Works  of  J. ^.  Garfield.  ::fitcd  by  2.  A.Kevisdale.  Yol.l. 
p.  185. 
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3.   PillOl  OF  L'.-*TlOK.a  EXIaIsEIOH.  1905  -  1912. 

IThe  period  ci.rin£  1905  -  1912  is  marked  by  great  increuse 
of  national  expend itvie  anC  strenuotiE-  effort  put  forth  foi  reouc- 
tion  of  the  National  Lebt. 

After  the  v,j.r  with  Kussia,  it  v.as  found  that  some  eig-ht 
hundred  and  ninty  million  Yen  had  been  added  to  the  previoue 
incumbrences  bringing  the  total  amount  to  eon^e   tv.o  billion  Yci.. 
Ihe  cost  of  the  v>ar  v;as  enormous;  the  magnitrde  of  the  national 
irdebtedne£8  became  trenendoue.  It  v.-ae  nnparallec  in  hirtory, 
Vi'hether  v;e  consider  its  amount,  the  extraorc"  irary  m.odes  rerorted 
to  ir  contracting  it  oi'  t}:e  vaet  influence  it  has  exercised  on 
the  destinies  of  individuals:  and  the  nation  at  large. 

The  external  indebtedness  was  a  heavy  burden,  apart  from 
tj.e  veiy  li-rge  -mount  of  the  internal  debt,  the  interest  alone 
being  an  inconvenient  drain  upon  the  country's  resources.   Great 
as  v.-as  the  calamity  of  v.ar,  it  was  not  so  great  as  was  the  strain 
upon  the  material  resources  of  the  country. 

The  paramount  financial  problems  for  the  Llinister  of 
Finance  v;ere  therefore,  v/hen  peace  v^as  restored,  (l)  to  p:.y 
off  or  fund  t?ie  floating  debt  :ind  (2)  to  provide  a  permanent 
Echeme  for  the  future  extinction  of  the  innumerable  liabili- 
ties created  by  the  W'^r.  The  former  leqvired  immediate  atten- 
tion and  v.as  g^radually  carried  out.  Several  Conversion  loans 
^ ere  issued  from  time  to  time  at  home  ind  abroad  and  contributed 
considerably  to  the  reduction  of  the  interest  charge. 

Ihe  following  v>ill  shov.  the  particulars  of  the  loans.  (See 
-able  Z), 
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liame   of  loan. 

Amount   ol'  issue. 

:..te    of  intereet. 

Yei^r:     of   iffug. 

Foiix    per   cent 
Sieilint  iootn 

Yen. 
244.075.000 

4   /-• 

19  LC 

Four   per   cent 
loan. 

276. £20. COO 

'.    ,.                              191C-1912 

Five   per  cent 
Sterling  Loan 

224.549.000 

r     ■■' 

19C7 

Four  per   cent 
French  Loi^n. 

174.1LC.C^C 

4    ,- 

ivl. 

Four  per   cent 
Eteilin^    Lojin. 

107.595. COO 

., 

i       ivi: 

For  the  purpose  of  eetabliehing  an  effectual  plan  for 

the  reduction  of  the  IJationil  Debt,  a  special  bureau  v.as  created 

1 
in  190e  called  "  The  National  lebt  ConEolid-iti:n  Bureau,"  This 

fund  is  kept  i^uite  anart  frotii  the  general  account.  To  t/ is  fund 
one  huncied  and  ten  million  Yen  m'cis  yearly  trj.nsferrec  from  the 
general  account  in  addition  to  thirty-six  million  Yen  iiitherto 
Bet  aside  for  the  same  purpose. 

So  tirgent  was  the  necessity  of  redecniin£  the  loans  con- 
sidered that  the  special  war  taxes  (160,000,000  Ysn)  which  v.ere 
to  be  itbolii-l^ec  upon  the  return  of  pea.ce,  v.cre  mj.de  permanent 
and  otj.er-  taxes  v.ere  also  increased.  The  receipts;  of  these  v.ere 
appropriated  for  lie  creation  of  the  national  loan  recemption 
funds. 


Imperial  Ordinunce  i;D.£56.  Kov.  1906, 


Ihe  nationil  indebtcclnesa  oT  Japan  kept  on  incre  ■i^ir.f 
itfter  the  war  v.it}i  r-uesia,  ov.inp  partly  to  the  increared  ex- 
penditure of  the  st:te  but  largely  to  the  shoi t-sifhted  policy 
of  the  Government. 

"In  Greit  3ritain"  f.ays  Adaui  Tmith,  "the  red^:cti  i  of 

the  public  debt  in  tine  of  peace  has  never  borne  my  nronor- 

1 
tion  to  the  iccnmulation  in  time  of  v.'ar."  In  Japan's  c-jse,  the 

national  indebtedness  alv/ays  ircreiser  after  a  war.  The  rear^on 

is  not  far  to  seek.  Each  victorious  v.ar  put  the  young  and  xin- 

recog-nized  nation  in  a  position  to  attain  her  nev;  ambition.  It 

was  the  case  aftei  the  v.^r  vith  China.  The  effect  of  the  •■ar 

with  r.ussia  hov.ever  was  more  striking.  The  glorious  victory 

over  one  of  the  great  Euro  ■>e an  pov/ers  changed  the  int'^rriational 

position  of  Japan.  It  enabled  her  to  join  the  great  powers  of 

the  v.orld. 

In  order  to  keep  pace  with  ti  is  new  position,  t'  e  Gov- 
ernment sought  to  increase  its  armaments  and  to  develop   the 
national  industries  and  commerce.  The  augy(mentation  of  the  army 
and  navy  was  planned  and  other  defensive  preparations  v.'ere  made. 

As  a  first  step   toward  the  improve'.:ent  of  the  'post- 

bellum  condition,  the  Cabinet  decided  upon  the  nationalization 

Z 
of  railways  as  a  means  of  economic  development.  About  all  im- 
portant private  railway  lines  were  taken  over  by  the  Govern- 
ment. The  cost  of  carrying  out  this  scheme  of  nationalization, 

1.  ^dam  ^mith.-V.ealth  of  iiationt:.  Book  V, Chapter  III. 

2.  Financial  History  of  lleiji.  Tublished  by  Trient  xl  "conomict 
anc  Co.  p. 278. 

3.  iiudo,-  history  of  the  National  Debt  of  J:^p:in.   pp.£49-25C. 


iKOuniinc  to  some  fotir  hundrec!  arc'  forty- two  million,  ecvon 
hundred  .and  forty- four  tl.ousand  Yen,  became  an  addition  to  the 
Eational  Lebt;  but  it  was  proposed  to  liquidate  the  debt  in 
thirty  years.  In  order  to  separate  the  finances  of  the  State 
I.ailv.ay  from  the  general  account,  a  special  law  was  promulgated 
in  19C8  and  all  railv.ay  accounts  hive  been  held  under  separate 
managements  S;nce  that  time,  loans  raised  for  the  national- 
ization of  the  railways  are  shown  in  the  following-  table.  (See 
Table  3"). 

Besides  the  railway  nationalisation,  a  strenuous  en- 
couragement  was  given  for  the  development  of  the  industri*i«' 
and  the  exploitation  of  the  new  territories. 

xhe  v/^  on  the  other  hand  gave  a  remarkable  impetus  to 
the  sudden  business  expansion.  Eew  enterprises  arose  like 
mushrooms  v.hich  coupled  with  the  public  works  of  the  Govern- 
ment, resulted  in  a  great  increase  of  the  demand  for  materials. 
xhe  price  of  commodities  made  a  corresponding  appreciation 
and  the  purchase  of  a  vast  amount  of  materials  produced  an 
abnormal  state  of  foreign  trade. 

In  conse'iuonce  of  the  post-bellum  enterprise,  the 
Japanese  finances  for  19C7  were  based  upon  the  so-called 
"positive  plan"  and  the  budget  showed  an  enormous  amount 
of  six  hundrec  and  sixteen  million  Yen,  an   incre:.sc  of 
eleven  million  Yen  compared  with  the  figures  previous  to 
the  war.  Iremendous  as  it  w-s,  the  3uc;get  received  the  hearty 
approval  of  the  liet  in  view  of  the  post-bellum  national  ex- 
penditure an'  this  huge  and  inflated  budget  was  in  a  large 
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ilame  of  Loun                      -vmount. 

I.'ate  of  1 
interesti 

Years  of 
issue. 

Iniernj.1  Loins. 

loans  for  consolidatinf- 
the  debts  of  the  piirchas- 
er,  railway  companies. 

Yen. 
IC, 921,800 

5% 

1 
1906-1908 

Loans  for  the  purchase  of 
private  companies. 

20,997,100 

5% 

1908 

Five  per  cent  loans 

261,611,200 

5^^ 

1906-1913 

Five  per  cent  loans  ii^o) 

476,318,800 

5% 

1908-1909 

(Koifu  Ed. Co. 
( 

7,000.000 

6f^ 

1904-1905 

Debentures (Zokuet so  Ed. Co. 

of  the    ( 

purchased  (Sobu  I-d.Co. 

Eailway   ( 

Companies  (Hanbu  Ed. Co. 

(iLwansai  Ed. Co. 

3,000,000 
600.000 
400. CO 

7-1/2^^ 

Bfo 

1903 
1903 
1904 

42.730 

7^^ 

1904 

Foreip-n  Loans. 

Lebentures  (Hokkaido 

of  purchaE-(  Tanko  Ed. Co, 

ed  Ed.     ( 

Companies   (kv/ansei  Ed. Co. 

Yen. 
3. 905. 200 

9.763,000 

5fo 

4-1/2;^ 

1906 
1906 

meastires  extcutsd.  -x  lar£-e  amoiint  of  exchequer  bonris  v/ere 
recklsssly  issued. 

Thus  throxigh  the  unitec!  effort,  both  by  the  Covern- 
ment  and  the  p«cpl«i,  '^he   whole  nation  was  laviuimout ly  en- 
£;e.£«d  in  th«  settlement  of  the  poet-belltan  program. 

Eappy  v;ot;ia  it  have  been  for  the  nation,  had  tVe 
economic  condition  made  smooth  and  continual  progrees.  But 
since  the  early  spring-  of  1906,  econ  mic  circles  have  under- 
£-one  a  striking  depression  owing  to  the  prevalence  of  the 
abnormal  expansion  and  the  whole  business  was  brought  to  a 
standstill,  cill  the  efforts  made  by  the  Government  and  the 
people  proved  in  vain  with  the  result  that  the  entire  busi- 
ness world  in  Japar.  plunged  into  a  slotgh  of  des;:ondency. 
Ihe  uanic  in  Eev;  York  made  the  situutiori  v/orse.  .'^11  the 

bubble  companies  were  exploded,  several  banks  v/ere  subject- 

1 
td  to  runs  while  many  were  obliged  to  close  their  doors. 

Then  came  the  questions  of  financial  adjustment, 
national  debt  and  improvement  of  the  economic  condition. 
This  difficult  task  fell  upon  the  katsura  Ministry  which 
succeeded  the  -aionji  Cabinet  in  July  1908, 

The  financial  policy  of  the  Uev;  Uiniitry  was  clearly 

stated  by  Tare  katsurs,  Uinieter  of  Finance,  in  his  speech 

before  the  House  of  Conanons,  January  1909.  "  The  adjustment 

of  the  post-bellum  fin^tnces  is  a  matter  of  extreme  difficulty 

but  the  first  step  to  be  taken  is  to  consolidate  the  annual 

1.  luring  the  worst  stages  of  the  crisis  about  thirty-nine 
b-T-nks  were  subjected  to  runs  and  twelve  v.eie  obliged  to 
close  their  doors. 


.1 


fiee&I  fi£vi^.      ...     to  adjust  public  >onc'?  vhich  v;ere   inflated 

,vo   i;iii3cenly.    In  compiling  the  ii-uc!£et   for  1009,    v.o  ttucle   efforts 

to  keep   the    future  b  fiance   of  revenues    and    expenditure?,    to 

avoid   the'  ietue   of  new  loans   and    to   increase   the   uiriount   of  lo-... 

to  be  redeemed,  £o  that  the  financial  foundations  v.ill  be  mad© 

strong  anc  the  credit  tov.arc;  public  bond  enh.^ncGc  and  the  har- 

1 
mony  of  the  general  economic  concition  ehal]  be  maintained." 

The  nev;  Cabinet  thus  abandoned  the  public  undertaking, 
curt-iilec  public  expenditure  and  gave  up  the  policy  of  floutin; 
nev;  loans,  T."hile  the  funds  for  t?!e  redemption  of  the  national 
bonds  were  increased  from  thirty-six  million  Ym  to  fifty 
million  Yen. 

-he  results  of  the  mcitures  taken  by  the  Government  for 
the  readjustment  of  the  financial  distress  soon  began  to  ra^ini- 
fest  themeelvcE.  The  panic  gradually  subsided,  the  bonds  began 
to  be  appreciated  and  both  the  financial  and  economic  circles 
v,'Gre  returned  to  their  normal  condition  from  the  beginning  of 
19C9. 

From  19CC  -  191C  the  Government  redeemed  the  bonds 
amounting  to  some  eleven  mallion  Yen.  The  amount  of  interest 
was  decreased  by  tv.elve  million  Yen,  to  v.tich  may  be  added  the 
amount  of  interest  saved  by  the  conversion  of  bonds,  v;hich 
showed  such  a  figure  as  eighteen  million  Yen.  -he  Excheqver 
Bonds  v;ere  psid  off  by  1911, 

Six  times  since  the  Cabinet  has  changed  but  each  adminis- 
tration has  taken  every  p-ossible  r:eas\-re  and  has  left  no  stone 


1.  Cpeeo}.  of  ::-r.-i:ip  -.tsura,  I'ir.istcr  of  :in:nce.  Jan. '"1,1909. 


29, 


unturned  for  tl.e  recuction  of  the  Uation^:  IndobtecneEE. 

The  amount  of  the  Eational  lebt  which  reached  ity  climax  in  1911 

has   shov.li  marked   decrease    since   tliat   year.    (See   lablea   G  and  H   ), 


TaBXE  g. 


ilv.-!    FFJiTULEC   Cj    I>x.TICB..I   LSBTS   OUTST^aiL'G. 


50. 


kind  of  Lo.iri. 


Old  iublic  Loan 
d'/o   Loans. 


r.jite  of  I   Yearf.  cf 
..;..ouii.  i.'sued.  '  wUtstanc  inp.  interest.   lHi-:v.e. 


Internal  lo^ne. 


Yen. 
10,972, 7£5 


51,4E7,500 


Yen. 
1,975,091 


51,427,400 


1872 


190E-1913 


(Ko) 


470,318,800  467,043, C50 


5f. 


1908-1907 


(Special) 


310,407,000  239,885,850 


5'p 


1906 


(Onehi) 


29.820,000 


4^  Loan 


276,220,000 


29,826,000 


5% 


1910-1911 


276.028,850 


4^ 


il910-191E 


Lebsntuies  of  the 
p^ircLased  Sobu  Ed, Co, 


600. cc: 


100, coo 


7< 


19( 


dotal 


1.155.77£.Q2S  1066. gSG. 841 


jjoreirn  .LCans. 


4/j  Sterling  Loan 


Yen.    '  Yen. 

97,C"C,0C0,   97,030,000 


4^" 


1899 


292,890,000:  283,106,498 


■1/2: 


1905 


292.890.000   283.119.580 


4-1/2: 


19C5 


if. 


244,078,000 


244,072,266 


1905 


224,549,000   224,546,870 


5vu 


1907 


4^  Loan  (iesued 
in  laris) 


174,150,000      174,147,485    i  4'/o 


1910 


4/t  Sterling  Loan 


107,395,00.   107,393,000 


1910 


Dtbenttiree  (Hokkaido 
of  purchasec:(  .rd.Co 
rd.Co.  (Lv/aneei 


3, 905, 20c  ■        3,905,200 
9,703,000  9,763,000 


4-1/2:: 


1906 

19  CG 


::otai 


Grand    xotal 


1.447.245.200  ,1427 . C62. 905 


2,C03,017,£2L  f-'^'^'' 


^  »/  .  ,  a , 


lABXi;  H. 


.■w^CLls'l 


■  ici;..!  DEBTS  r.AissL'.  £i-:i:£2ii£i  -JnI  outci..i:ii:.c,. 


Financi  il 
ye.r. 

.amount  Drou£ 
over  from 
praceeding 
year. 

hi 

•vmount 

iceued. 

..liiOUlit 

redeemed. 

■iinoun'i,  oxii- 
st.incJlng-  at 
the  end  of 
financiil  ye  ir 

Debt 

per 

head . 

1898-99 

Yen 
299.246,928 

Yen 
263.750 

len 
8,256,554 

Yen 
391.853.124 

Yen 
8.441 

1699-00 

391.253.124 

101.369.000 

11.644.875 

480.967.249 

1C,256 

1900-01 

480.967.249 

15.272.650 

9.775.705 

486.464.195 

10.234 

1901-02 

486,464.195 

£6.002.650 

10.240.705 

502.226,140 

10,412 

1902-03 

502.226.140 

41.498.450 

13.543.780 

630.180.811 

10,843 

1905-04 

530.180.811 

12.CCC.000 

3.218.290 

538.962.521 

10.865 

1904-05 

538.962.521 

727.794.771 

219.455 

1.266.537.837 

25,262 

1905-06 

1.266.537.837 

644.320.799 

40,472.380 

1.67C.386.257 

36.922 

1906-07 

1.870.286.257 

502,252.740 

176,931.915 

2.196.707.082 

42.912 

1907-08 

2,195,707,082 

305,935.830 

247.296,460 

2.254.346.452 

43.486 

1908-09 

2,254,346.452 

71.257.400 

97,297.030 

2.228.306.822 

42.341 

1909-10 

2,228,306,822 

484,631,500 

130,134.009 

2,582,804,313 

48,438 

1910-11 

2.682.804.313 

521,370.575 

453.779.773 

2,6cC.395.115 

39.356 

1911-12 

2.650,395.115 

5.541,700 

102.231.842 

2,553,704,973 

37,121 

1912-13 

2,553,704,973 

1, ICC, 000 

60,835,228 

2,493,969,745 

35,491 

Chapter  II. 

The  imtional  Credit, 

1.  The  Early  Period  1870  -  19C3. 

1 
Credit  -s  the  frxiit  of  advancin£-  civiliration.   The  et-ve  of 

political  ^inC    economic  erowth  decides  the  decree  of  develonwent 

of  "ublic  credit.  The  evolvition  of  ihe  natioDHl  crecit  of  Japan 

is  interesting.  It  presents  to  us  a  complete  clinic,  inclvc'in^ 

all  the  patholog-ical  phenomena  of  ^riwitive  nytionai  credit  and 

v;hat  occttred  in  the  history  of  the  civili7ed  state  a  hundred 

years  a^o  are  here  repeated  and  exarerated  in  a  peculiar  v.ay. 

The  national  Credit  of  Japan  in  the  bef inning-  of  tre 
present  regreme  V7vtS  extremely  poor;  only  the  oasis  of  national 
credit  existed.  The  turbulent  times  of  the  period  of  revolution 
placed  the  Japanese  National  Credit  in  f-^e  vicissitrde  of  f^e  .9am 
kind  of  the  rest  of  the  political  system. 

It  v:as  in  the  year  1870  that  Jap'-in  made  her  first  a-^near- 
ance  as  'j.  borrov.er  In  the  London  m.arket.  Alt""OUg-h  the  amount  v/as 
small  and  the  perioc'  of  mat-nrity  short,  Japan  had  to  ^ay  the 
interest  of  nine  per  cent  and  to  pledge  u^^on  the  custom  dues  and 
duties  of  the  i^mpire  and  on  the  net  receipts  of  the  railways  whic 
v.ere  to  be  constructed  out  of  the  proceeds  of  the  loan.  The 
second  loan  which  v.as  raised  in  187."  v;as  obtained  v.ith  less  onero 
terms.  The  'imount  WdF  xarger,  the  interest  bein,ir  seven  oer  cent; 


1.  Gustav  Cohn, System  der  Finanewissenschaft.  Book  10  Chapter  1 
section  470. 


it  v.af  secvred  by  tho  fener-^l  revenue  of  tl.e  covnlry,  .Ithouc^i  the 
applic'ilions  aTno"untcc  to  irany  timee  the  isfne,  the  ispve  price  of 
ninty-iwo  and  one-half  wae  thought  to  be  very  high,  'Ihe  reaconE' 
lor  the  unfa-voruble  terme  are  not  far  to  eeek.   Japan,  in  thoee 
timee,  v.as  not  unknown  to  the  finiincial  world.  Very  fev,  invectore 
had  any  Epeoial  knov.ledge  of  Japan  wiien  the  firpt  loun  vae  offeied 
in  1G7C.  Japsn  then  had  Just  p-aseed  throi;£h  a  Koet  cataetioohic 
trane  format  ion  and  v.'ae  etill  paseing  through  a  stage  of  revolution- 
ary crisis  Marked  by  serious  dissentione  and  difficulties  by  strong 
rivalriee,  oivil  war  and  by  tragic  events  in  connection  with  forei  r. 
relatione,  furthermore,  public  confidence  is  a  plant  of  slow 
gi-ov.th.  The  political  character  of  a  people  CDuld  not  really  be 
A.nov.n  until  after  lon£  intercourse.  The  v.orld  had  no  previous 
expeiience  of  a  i"ar  Easiern  Uation  adopting  occidental  methods  and 
v.orking  them  out  successfully  and  v.'eetern  investors  were  not  rvre 
that  the  civilization  of  Japan  was  advanced  enough  and  Jts  political 
character  trustworthy  enough  to  permit  their  lending  to  us.  To 

1,  amount  issued  11,71£,000  Yen.  -.mount  received  10,6CZ,6C0,0OO  Yen. 

£,  This  situation  v;ae  stated  in  the  paper  read  by  lore  Eedesdale  at 
the  opening  meeting  of  190C  session  of  the  Japan  Society  in  london. 
Tie  reproduce  here  its  salient  part, 

"I  (Lord  r.edesdale)  had  Just  come  home  from  the  Jar  East,  and 
there  die  not  happen  to  be  anyone  else  in  I  one" on  at  the  time  v;}io 
had  any  special  knowledge  of  the  then  very  nev;  Japan,  I  could  not 
imagine  why  so  m.-tny  £entleinen  with  niines  absolutely  unknov.n  to  me  - 
iikxny  of  them  Germans,-  were  so  anxious  to  make  my  ac<iuaint  :nce.They 
drev,  the  foreign  Office  for  rr.e,  they  haunted  my  lodgings,  .it  length 
one  gentleman  -Ur, Julius  Beer-  ran  me  to  earth  in  my  club.  The 
secret  then  came  out,  "^.as  it  safe  to  lend  Japan  money?  "as  t'he  sol- 
vent? V.cll,  I  vas  able  to  reassure  my  cross-examiner  upon  that 
point,  and  a  lo  in  was  success  full:,  brought  out  by  Llessrs  j^rlanger 
L   Beer,  But  \inder  what  conditions?  It  was  but  a  small  sum  that  was 

ackec  fcr and  for  this  pitiful  accomodation,  Japan  was  to 

pledge  the  ri^ht  of  m.akin£  railways  and  to  pay  ti.e  promoters 
twelve  per  cent, of  which  nine  per  cent  went  to  the  niiblic, ,  ,neit^ -r 
had  the  investing  public  any  reason  to  complMin  of  nine  per  c-^nc 
vith  perfect  safety. "(  .'.ngro- Japanese  Gazette,  January  1907) 


v.ondei  ;  -.rent  uiiT.clcom*  for  Vie   iesx:c  of 

IBIZ,    tLc  a«lci-i,l  ucii^L  scorncC,  lif  it  v.'j.e  said,  that,  "The  end 

c^ijQ  only  be  the  insolvency  of  the  Japanese  Government  as  eo  many 

other  g'oveinnent:  which  have  trodden  the  sim©  eaty  path," 

I'he  National  Credit  of  Japan  in  the  home  wi^rket,  hov;ever, 

dviring-  the  corresponding;  p«rlod  was  not  so  hopeless,  !Ihrou£-h  the 

national  passion  for  the  restoration  of  the  Imperial  Sovereignty 

and  the  eetabliehment  of  t"he  unified  state,  variolar  loane  v.cro 

£ 
ekilf-ully  issued  and  eagerly  responded  to, 

T.ith  liie  grov;ine  strength  of  the  central  £-OY.?rnTncnt  and  the 
increasing  efficiency  of  the  nev;  administration,  the  National 
Credit  of  Japjin  gradually  arose  and  by  the  year  ISEC,  the  Jap':neee 
Government  had  reached  a  stage  in  economic  developinent  when  it  v/as 
able  to  borrov;  at  five  per  cent  bonds,  !Ihe  movement  of  the  credit 
reflected  in  the  prices  of  the  loans  in  the  e-i'.rly  etage  vill  be 
seen  in  the  folloY.-ing  o.iagrams, 

Ihe  declaration  of  war  rith  China  in  -itigust  1894  produced 
a  seriOTit:  result  upon  the  national  Credit  of  Japan.  T;hen  the  v.ar 
began  no  one  forsuv:  the  probable  oi-;tcome  of  tie  struggle,  but  the 
opinion  prevailed  abroad  that  Japan  v/oulc;  be  succefsful  in  the  be- 
ginning but  in  the  long  run  the  imir.ent'c  population  of  China  and  her 

d0££ed  determination  would  prevail,  The  matter  therefore  ra;?  one 

S 
of  £real  ^^r^vity, 

1,  The  economist,  January  18,1377, 

c.  The  first  national  loan  for  --ublic  subscription,  at  home,  v/a? 
issued  in  IP.IB   under  the  name  of  Incustrial  TJorks  loan. 

-amount  isEi^ed.  .ijnount  oversubscribed.  Total. 
Yen,  Yen,  Yen. 

anaustrial  T.orks  loan  ie.  500.000        l£.£7c.250       £4.776,£i> 

Z,    The  :. talis t-  July  ''i,lf:':-;. 


DIAGRAM     or     rLLiCrUATlONS     IN 
[PRICES  OF  NAflONAL  LOANS   IN   LONDON    M/IHKET 
18/8-1889 
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DIAGRAM    Oy  rLUCTU/\riONS      IN 
("KlCEb  OF  NATIONAL  LOANS   IN  TOKYO    MARKET 
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25. 

Itii  in,-  1   is  severe  test  \o   v;r:ich  the  naticni.1  croclit  of 

Japan  hns  bcm  uubj'^cteri ,  th^^  appeal  to  th^  piblic  crorlit  v.aa  mide 

three  times.  For  a  yeur  after  the  outbreak  ?f  the  var  there  h'ld  been 

no  strain  upon  the  oountry  to  epoik  of;  in  fact  the  exifenciee  of 

Warfare  hac  tennorarily  stimiilated  ImportB  and  tho  prospeotiTe 

lifj  tnese  of  ironey  gave  an  impetus  to  exports  so  that  th^  f:reirn 

trude  of  the  covntry  all  aroune  had  been  more  thin  usually  active. 

Althoufh  two  v/nr  loan?  had  been  issued,  the  first  f  r  t"  irty 

million  Yen  and  the  second  for  fifty  millionp,  up  to  that  time  only 

thirty  per  cent  of  th'  former  and  ten  per  cent  of  the  latter,  making 

together  fourteen  million  Yen  had  been  called  up.  3y  the  enc  of 

1894  the  financial  difficulties  bef-an  to  apoear.  The  excessive  issue 

of  bank  notes  by  the  Bank  of  Japan  almost  endangered  its  specie 

1 
reserve  and  it  v.as  feared  that  should  irar  b«  oontir.uec,  tie  credit 

of  "the  country  would  be  seriously  eTiaken.  Moreover  her  inelastic 
resources  v;ere  quite  inadequate  to  cope  v.'ith  the  enormous  expen- 
diture of  an  expensive  war  conducted  on  rrioeem  principles  and  at  no 
cistance  a  crisis  seemec  imminent.  The  effect  of  this  a^paren: 
financial  tribulation  v;ill  be  obeeived  in  the  folic. inf  comparative 
statement  giving  the  quotations  of  the  principal  stocks  on  lecember 
2C,  1892  and  :ecember  27,  1894. 

Iece?i;ber  27     lecej-'ber  26 

1£94  ir?7 

Five  pea  cent  Ca  italized  leneion  Bonds-  97    Yen.  107     Yen. 

The  Consolidated  Itiblic  loan  9e.90  "  108.16 

The  Jiew  Loan  92     "  97. CC 

The  Old  loan  25. 5C  "  29.5. 

The  -avy  loan  96     "  108 

Bew  Five  per  cent  "ar  loan  20     " 


l.The  circ\:.ytion  of  paper  money  at  i'r.f    conmenoemrr.t  of  Jure  ifi<^4 
was  one   hundrer"  ten  Trillion  Yen,  ^:  ainet  a  specie  reserve  of 
sixteen  and  thiee  quarters  milliors  of  gold  Yen  and  sixty  a.  d  one- 
half  millions  oL   silver  Yen  v.-^.'  held;  but  at  the  enJ.  of  '  eoeraber  i<'.i 
note  circulation  had  risen  to  one  hundrec'  thirty-three  and  ore-r-1^ 
ifiillior.  'on,  v/jv  ;  .  .  the  specie  reserve  stood  at  ^eventeon  ^nd  th.ree 
qu  liter  milli  ,  s  of  gold  Yen  and  forty-nine  nd  ono-hnlf  million  of 
silver  Yen. 


:>  J    rv   aei    *vrt 

iftT  aciXXln 


Jp90i»iTl    »lxv;. 


.a     aXi.i 


3C 


The  unvB-uj.!  iealure  v.;^.r,  tiat  i-  epite  of  the  eiicceee  of 
the  Jap3.ne8e  forces  nnd  the  fact  that  only  fourteen  million  Yen 
of  the  tv.o  war  loans  hac  so  far  been  c-illed  v.p.  All  Japanese 
bonds  i.ad  declined  an  averti^e  over  ten  peicent  ir.  niar].iet  vilue 
and  the  first  war  loan  which  v.a?  iloated  above  par  v/as  at  four 
per  cexit  discount,  the  second  war  lo?r.  v.^^ir  floated  at  an  averar-e 
price  of  ninty-six. 

Ihe  contet^t,  howevei  ,  was  short, S/jaip  and  decisive.  The 
Bweepin^.  victory  oT  Japan  tested  the  efficacy  ol  the  national 
8Lren£th  and  proved  that  the  nation  had  oi;t£rov.r.  their  inetitu- 
tiont  and  reached  a  higher  stafe  of  developrrer.t.  The  credit  of 
the  country  natiirally  improved,  puttinr  the  prices  of  the  bonds 
many  points  higher  than  before  the  war.  A  new  upheaval  of  mili- 
tary pov.ei  and  the  respect  that  alv;ays  follow?  e-reat  erccess 
impelled  the  Japanese  natior  forward.  After  the  v.ar  the  finarcial 
policy  of  the  goverxiinent  was  permeated  by  the  conviction,  inspired 
partly  by  its  r.ew  pretiige  in  the  orient  and  partly  through  the 
indignation  fat  the  duplicity  of  lussia,  that  more  effective  pro- 
vision must  be  made  agitinet  si^ch  exigencies  in  the  future.  I^uch 
of  the  Chinese  Inremnity  exacted  from  t-hina  ms  a  result  of  tie 
war  had  ^onc  to  the  "'est  to  pay  for  battleships  and  other  mi;ni- 
tions  of  war  and  the  ^ood  effect  of  the  influx  of  the  foreign 
Cfipititl  W'3s  nullified  by  the  speculative  mania,  increased  v.ages, 
and  "unfavorable  balance  of  trade. 


IhViS    ir.epite  -jT  t,}  e  lavoriule  lerii.ination  of  Tie  var, 
in  spite  ol"  the  not  inconsiderable  thare  coTr.in-;  to  Japan  in 
Vi.e    iorm   of  the  Inueinnit^  (r5e,2C0,4e7  Yen)  the  exhavrten 
nation  planned  an  extravag-ant  post-bellum  profranmie  anc  was 
oblig-ecl  to  appeal  to  the  pvblic  credit  inc  the  conee(ix:ence 
was  the  country, soon  after  the  war.fotino  its  national  treasiiry 
vell-nifh  empty,  the  ac'rainistrative  c'ei^artnents  ^Isorrar.ired, 
the  receipts  almost  at  a  stanc'still,  the  ("ebt  increasinf  and 
the  national  credit  ebbing-  away.  The  curtailrcent  of  the  public 
expenditures  and  the  «ibandonrr:ert  of  extrava.-ant  propensities 
brotg-ht  about  the  recovery  of  the  national  credit. 

'.'.hen  the  national  credit  is  perfectly  food, nothing  is 
easier  than  to  rsise  iny  required  surr.  under  all  circumstances, 
Every  £-overnrrent  should  therefore  take  thoug"- 1  to  maintain 
and  strengthen  its  credit.   The  Japanese  financiers  were  not 
ignorant  on  this  t)oint.  A  serious  attempt  was  made  by  the 
Japanese  C-overni'ent  for  the  itr^provement  of  the  national  credit 
through  the  reforir.  of  its  currency.  This  was  accoir.plishec  by 
the  application  of  the  Chinese  Indemnity. 

The  perplexing-  question  as  to  how  the  Indemnity  7;ould 
be  disposed  of  was  dealt  with  by  the  Governrert  and  the  econo- 
mists. The  amo-unt  was  at  last  applied,  after  an  elaborate  pro- 
cess, to  defray  the  cos't  of  increased  armairents  and  the  balance 
to  apply  for  tl:e  payment  of  money  appropriated  for  wso-  expenoes 
from  other  departmente,  tlje  repayment  of  loans  from  the  Bar.k 
of  Japan  and  for  the  use  of  currency  reform,  the  adoption  of 
the  told  standard. 
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"he  evol"uti  n  of  I'-.e  apanese  currency  ie  one  of  the 
most  extrudinary  in  the  history  of  national  finance.  It  le  not 
rcy  purpose  however  to  trace  the  detail  of   the  monetary  reform 
here.  It  ie  only  pertinent  for  us  to   obv^erve  that  the  real 
motive  lor  the  adoption  of  the  folc  standard  v/ae  becaus-e  the 
Japanese  Government  found  it  necessary  to  borrow  rr:>ney  abroad 
and  the  opinion  prevailed  that  Japan  as  a  gold  standard  country 
v,oul4  command  higher  credit,  and  be  able  to  borrow  on  easier 
terms  in  foreign  ruar^ietc  t}.an  she  would  at  a  silvei  standard 
country.  In  fact  the  necessity  of  this  reform  v.as  obvious  to 
most  Japanese  financial 8  but  there  v.as  also  the  difficulty 
of  accumulating  a  gold  reserve  that  wculd  make  it  possible. 
It  was  at  this  juncture  that  ihe  Chinese  Indemnity  fell  due. 
3y  the  tieaty  of  peace  it  was  arranged  that  ;he  Indemnity 
v;aE  to  be  paid  in  Taels  but  after  the  negotiation  the  amount 
was  paid  in  pounds  sterling  at  the  Bank  of  r'ngland  which  has 
kept  the  specie  reserve  of  the  Japanese  Government. 

In  October  1697  the  gold  standard  came  into  :reration; 

the  minting  of  the  silver  standard  coins  discontimied  and 

they  were  withdrawn  complelely  from  circulation  by  July  of 

2 
Ihe  iiame  year. 


1.  iee-  The  Currency  System  of  Japan,  mublisned  by  the 
lepartment  of  Finance. 

£.  For  the  details  of  the  currency  reforrr,  see-Peprrt  on  the 
Adaption  of  the  Gold  Etancan'  in  Japan,  by  "asayosi  i  !'atsukata 
1899. 


The  acoption  of  the  ^olC   slam'arc!  idder!  materially  to 

the  creciit.of  Japan.  One  acvantage  derived  from  the  momentary 

reform  v.ae  that  Z-uropeem  inveetore  were  more  villinr  to  invest 

in  a  covintry  witii  a  £  olc  s-landard  than  in  a  country  where  the 

etandard  flvcti^ited.  The  old  standard  "nac  hitherto  conetittitef: 

an  impassable  barrier  to  proTitable  investment  in  Japan.  The 

nev;  standard  completely  moved  this  inconvenience  and  opened  the 

gatev.ay.  Ihis  opening  of  foreign  capital  vas  very  satisfactory 

anC  most  cefcirable  especially  to  a  country  like  "Japan,  v.hcre 

Tindeveloper  resources  are  lar;  e  and  capital  needed  for  their 

ezpl:itation.  As  soon  as  the  gold  standard  became  a  matter-of- 

fact  ±r.   Japan  many  foreign  capitalists  began  to  take  active 

1 
interest  in  our  business.  Cl-ee  relationship  between  the  home 

and  foieign  money  mari'.ets  had  been  establ  isl^ed.  It  spoke  v/ell 
for  the  credit  of  the  Japanese  Government  that  it  w^^s  able  to 
borrow  a  foreign  loan  of  ten  million  ]^ounds  i;.  lonron  at  four 
per  cent  interest  in  1899. 

The  position  of  the  Japanese  nitional  credit,  after  the  recovery 
from  the  financial  crisis,  wae  much  improved  and  its  strength 
was  well  stated  thus, -"The  influence  which  the  Japanese  Govern- 
ment has  been  able  to  exercise  in  the  London  rrar.-.et  is  °   ne».  and 
striking-  illustration  of  the  change  that  has  taken  place  in  the 
rrebit  political  end  economic  v.orld  in  consequence  of  the  rise  of 


1.  Furthermore  steadiness  in  excl'anfe,  resulting  from  the  aban- 
conment  of  a  fluctuating  standard  greatly  etiraulated  the  country 
aggrerate  forei-n  commerce.  Total  volume  of  foreign  trade  rose 
from  177,970,027  Yen  in  1892  to  44c ,?55,91Cin  1898. 
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Japan.  -^  qiiarter  of  a  ceulujy  afo  ZnfliPl^  hirkers  would  hiva 
smiled  if  any  body  had  said  thai  Japan  could  tffect  the  Lon- 
don money  market,  Eov;  Japan  is  able  to  t-iLe  a  lar^e  proportion 
of   treasury  bills  paid  and  the  effect  upon  the  London  market 
is  acknowledged  by  everybody.  I'iir.ly,  of  course  the  influence 
of  Japan  is  tl e  result  of  t'  e  great  revolution  that  has  t^ken 
place  during  the  pact  thirty  years  or  so.  But  the  pover  of 
Japan  in  the  London  market  comes  immediately  und  d  rectly  from 
its  success  in  the  v.ar  v.ith  China.  The  payrcent  of  the  Chinese 
Indemnity  gave  Japan  a  eieat  influence  in  our  market  arr"  the 
loan  recently  raised  had  added  to  t>at  influence." 

The  following  shows  how  the  Japanese  bonds  stood  iimong 
the  stocks  of  other  nations  after  the  war  vith  China. 

Llarch  SO,  1903 
Pounds, 
?6.25 
Zc, 
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4  ::  25,5 

Japanese  4  ''   Sterling  21.87 

It  v.ill  be  seen  that  Japan's  credit  w-e  little  below  that  of 

lussia  arc  above  that  of  Ituly.  This  vas  a  satisfactory 

position  for  a  far  eastern  c  untry  to  be  in  al  th  it  lime. 


I  The  Static. I,  .lov-.mbei  16,1899 
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£.  Lurinc  the  '..ar  with  Lutsia,  lOC^-lOOS, 

The  tsT   with  liussia  vras  the  severest  triul  of  the  national 
Credit  of  Jap-.in.  Jap-i.n  hac  spent  enormot^sly  in  mjLintaining-  the 
integrity  of  the  nation;  she  had  irciwori  rr-eat  expenclitvre  of 
life  and  treasure. 

-iS  early  ae  the  month  of  Jtily  190^'  the  v.'ar  scare  v;a: 

spread  over  tl:e  stock  -aarkelB  abroad  and  caused  a  collapse  in 

Japanese  credit.  ^i.lthou£-h  the  scare  v/ae  a  feature  of  the  latter 

part  of  July,  the  decline  in  Japanese  securities  "beg-rtn  fully  a 

aonth  earlier.  On  June  twenty-fourth,  Japanese  Four  per  cent 

c;terli::£  Bonds  v.ere  made  up  on  the  loncon  Stock  Exchange  at 

eighty-nine  and  one-eighth  v/hich  was  one-eirhth  of  the  highest 

price  at  which  business  was  done  during  1902.   The  news  that 

Japan  was  becoming  very  impatient  regarding  the  action  of  T.ussia 

1 
and  that  the  v:at   v/as  imminent,  cent  the  prices  further  down  and 

on  July  twenty-seventh  the  Pour  per  cents  were  made  up  at  eighty- 
two  and  one-half.  The  follorinr  tabic  indicates  thf:  -"ecline  of 
the  prices  of  Four  per  cent  bones  in  conseiiuence  of  the  war  scare. 
June  1:4.   July  8.    July  27.    .^ug  11.    October  17. 

Japanese 

Four  per  cent  £9-1/6   GG-^/g     62-1/2     83-1/2     60-1/2 


1.  The  Economist  July  25,190:!. 

The  Commercial  j.n;'  Financial  throniclc ,  Ilew  York  October  17. 
190Z. 
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3y  the  end  of  19C3  it  became  evident  to  keen  observers 
that  war  could  hardly  be  averted.  Ihere  hid  been, >ov.ever, the 
fluctuations  of  hope  and  disponclency  especially  in  European 
marii.ets,  such  as  are  usual  in  the  preliminary  stapes  of  an 
international  collision,  ^t  intervals  the  financial  world  ap- 
peared to  settle  down  to  '.he  feelinf-  that  natters  were  shaping 
thercselves  for  a  peaceful  understanding-.  The  hope  war  finally 
lost  and  in  Jiinuary  1904  the  world  reg-arded  the  hostilities  as 
certain.  Ihe  effect  was  most  striking-, The  Eational  Credit  of 
Japan  went  from  bad  to  worse.  The  climax  -as  reachec^  on  or 
about  J^inuary  tv.elfth  when  Japanese  F:ur  ^er  cents  v.ere  made  up 
at  seventy-five  and  one-fourth,  a  fal]  of  fo\ir  and  one-half 
points  in  two  weeks.  The  Japanese  bonds  became  practically 
unsalable. 

The  di'->lomatic  relations  v/ere  broken  off  after  the  lonp 
weary  period  of  neg-otiations  and  the  terrible  conflict  began  in 
February  1904,  Actual  warfare  always  causes  striking-  depression 
on  the  stoci.  markets.  Japanese  Four  per  cents  w'.ich  were  made 
un  in  london  on  January  twenty-sixth  flt  seventy-tv;o  and  one- 
half  droppei?  heavily  when  the  war  started  ind  on  February  ninth 
the  making  up  price  was  sixty-five  and  one-half,  a  drop  of 
eleven  points  in  a  fortnight. But  the  initial  success  of  the 
Japanese  naval  force  relieved  the  apprehensions  regarding  the 
possibility  of  other  c-^untries  being  drawn  into  the  var.  A 
general  recovery  took  place  not  only  in  the  Japanese  bonds  but 
also  in  other  leadin*  securities.  By  the  close  of  the  first  weei 
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of  v."a.r  the  four  per  cent  'j?nde  l:aci  risen  to  pixty-nine  and  one- 
half. 

The  national  ciedit  of  Jypan  moveci  in  accorci'-dnco  with 

the  forti^nee  of  the  oonflict.  The  credit  of  tVe  coimtry  ha?  in- 

1 
creased  vith  ei^cceepive  victories  on  land  and  sea.  The  issue  of 

nev.  six  per  cent  bonds  for  ten  million  pounds  which  v.as  success- 
fully floated  in  london  and  IJav;  York  in  Iluy  19:4,  threv.  a  light 
•upon  the  somewhat  disputed  (iuettion  of  Japanese  credit.  Few 
people  v.oulr  have  tared  to  prop'esy,  two  mont'r^  before,  the  issue 
that  such  a  loan  couir  Jiave  been  subscribec  at  all.  But  ut  the 
outset  of  the  war  Japan  hai  cone  so  well  that  it  struck  the 
popular  iiubfination  and  appealed  to  an  instinct  which  has  a 
pov.erful  influence  uoon  '^uman  action.  It  also  happened  fortunate- 
ly that  the  Japanese  victories  coincider^  nearly  with  a  period  of 
mariiec  improvement  in  the  money  markets  and  Japan's  offer  of  six 

per  cent  repayable  in  seven  years  invited  th?  eager  response  of 

2 
the  public  and  the  rush  of  enormous  subscriptions  was  the  result. 

Before  the  lists  were  opened  the  bonds  vere  at  a  g-envine  ^rem- 
iurr.  of  about  three  per  cent.  So  popular  was  the  issue  that  the 
subscription  amounted  to  thirty  times  as  much  in  lonc'on  anc'  five 
times  in  Uew  York.  The  reasons  v.i'ich  lef"  to  a  gratifying  recep- 
tion of  the  new  loans  have  also  caused  an  important  improvement 
in  the  existing  securities  in  loni  on.  The  four  per  cents  came 
up  to  seventy  tv.o  per  cent  after  being  as  lov;  as  sixty-three  and 
there  has  been  a  correspond in£  rise  in  the  five  per  cent  bonds. 


1.  Cf,  Financial  I.eview  of  r.eviews.ii  :)vember  19^6.  lonfon. 

2.  See  -The  .-.conomist.  Hay  £1,1904. 


The  reirarxvable  tuccees  of  the  t  ix  ner  cent  sterling  loan 
abroa(?  v.ae  folloved  by  j.   reenll  equ^iliy  etriAinp  in  the  caee  of 
a  loan  at  home.  The  teims  of  ii  e  loan  vere  not  so  iltractive  as 
those  of  the  foreign  loan,  since  the  Japanese  fii  anciers,  depcn-'- 
ing  ss  they  had  every  right  to  do  upon  the  cjurage  and  patrioti^^.ra 
of  their  fellow  citizens,  dir  not  think  it  neceeeary  to  offer 
l:oinesi!bscribers  such  teirr.s  attac^je'  to  the  foreign  iseve.  l^ever- 
thelees  the  result  vas  eminently  satisfactory,  the  issr.e  of  one 
hundred  million  Yen,  a  Isrfe  araornt  for  -i   conservative  financial 
coiT-.iLur.ity  to  undertux-e  in  the  early  stage  of  possibly,  a  long 
and  protracted  vrar,  be.ng  applied  for  more  than  three  times. 
The  success  v>'as  (ve  to  the  willingness  of  the  Japanese  public 
to  support  their  ^-overnrent  in  perioos  of  national  exigencies. 

ihe  giovvinj  ere;", it  in  the  Japanese  securities  experience' 
a  worlc  v.ide  decline  -after  tiie  battle  of  'io-Yang  ir  September, 
silthot:gh  the  m.agnifieent  victory  was-  von  by  J-jp^n.  "his  oack- 
v.ard  movement  of  the  Japanese  credit  v,'-d&  c'ue  to  the  cis-oroir.t- 
ment  oi  the  fo:  eign  investors  v./ o  expected  the  con-olete  ^"estruc- 
tion  of  the  Prussian  army  arc  the  immeci,;te  conclusion  of  v:ar. 

"hen  the  Japanese  Government  floated  a  foreigr.  loan  of 
ten  m.illion  pount's  in  I.!ay  1904,  it  a  eicd  rxtrerely  probable 
that  she  would  fino  it  neceeear;,'  before  verylong  to  resort  to 
fcieign  borjowinj^s  for  tr.e  r^^rpose  of  carrying  on  her  struggle 
with  Eussia.  Although  taxes  h'-ve  been  raised ,  an  irnirieciate  and 
great  expense  v.as  neceeeary  anc'  would  not  v.ait  for  the  gi  idual 
returns  of  the  nev.  taxee.  The  necessity  for  terrorary  loans  is 
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ulviiye  £reater  at  ti  c  be£inrlrg  of  a  war  t^nn  at  any  evbseqient 

period.  It  v;ae  not  eiirprieir^g  therel'ore  thut  a  nev.  loan  of  twelve 

luillion  potinds  vas  offered  in  November  of  tl.e  eaire  yesr.  The  loar 

wat:  pr&cticaljy  h  secom"  sei  iee  to  tie  previove  iseve;  beir.f  eleo 

at  six  per  cent  ar.c"  t>e  laire  seci^rity  except  that  of  corree  the 

first  series  h-ici  -j.   prior  charge;  both  were  eectired  on  the  cus- 

ton:£-  revenue  of  the  Imperiai  Government,  t-r  e  price  of  Ire  nev 

iscve  v.as  ninty  and  ore-half  as  coii'psrec  v.ith  tv/enty-three  and 

one-half  at  v.hich  the  fornier  loans  vera  cfered.  The  amount  was 

nov.  twelve  million  pounce  as  against  ten  million  pounds  and  on 

this  occcision  as  before,  half  of  the  loan  was  offered  in  i:ev. 

York  and  half  in  Lonoon. 
2 
It  was  saic  abroad  that  the  terras  of  the  new  is£i;e  v.eie 

riither  unfair  to  Japan.  It  seemed  ir  appearance  that  the  credit 
of  Japan  had  declined  although  everythinr  turr  ec  oi:t  in  her 
favor  since  the  last  issue.  It  was  arg-uec  thst  J'^pan  must  be  in 
serio-us  need  of  money  when  sl-ie  subrited  to  £V;ch  terr.s.  Tfhat  was 
ihe  underlying  influence  of  this  contra: ictory  phenonenon,  was 
the  4\3estion  of  mar.y  investors.  The  issue  mace  in  I.lay  vas  broiight 
01! t  at  ninty-three  ano  one-half.  Ever  since  then  the  bonfs  com- 
manded a  considerable  premium  nnd  at  the  time  vhen  the  second 
isste  was  tal^.ed  of,  stood  at  abort  ninty-five.  Therefore  the 

1.  ii.C.Adams-xublic   rebt,p.lZ9. 

2.  .inglo- Japanese   Carette,    I^overber,  19C4. 
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E^econf  eeriee  Ts.nke('    belov^  the  firtt  in  value  anr!  v,>  en  we  ex- 
amire  the  other  conditions  that  affect  the  Etattje  of  Japan's 
credit,  we  finci  that  they  v.ere  all  more  favorable  for  Japan 
than  at  the  lime  v.l.en  the  firat  iseiie  v/ae  mafie.  Japan's  each 
successive  victory  v»at  a  Iresl^  SDrprise  to  the  v.orlc,  her 
foieign  trade  has  ehov.n  reii-ar^able  activity,  her  exc/^anpe  hae 
kept  steady  and  the  foreign  stock  mari'.ete  have  aseumed  a  furthrr 
activity.  Under  all  these  circxmietances  it  was  clear  that  the 
terir.s  of  tie  new  issue  was  "unnecesearily  low.  The  real  secret 
v.as  found  in  -imerica.  'all  .treet  £-ave  a  dominant  influence  upon 
the  nev,  issue. 

-here  was  indeed  a  time  not  very  long  ngo   when  london 
was  the  money  market  of  the  world.  But  at  the  present  time 
England  no  longer  enjoys  the  distinction  of  beinf  theonly  people 
v.ith  considerable  sums  to  lenc,  and  it  might  te  difficult  to 
place  a  large  loan  in  london  alor.e.  For  this  fear  the  half  of 
the  loan  was  raised  in  i^ew  York,  But  it  happened  that  at  that 
time  the  American  investors  were  engaged  in  a  gigantic  specu- 
lation in  their  indu&triet'  and  had  little  money  to  spare  to 
other  nitions.  It  v.as  a  v/ell  known  fact  that   their  share  of 
the  1-lay  issue  was  transferred  to  London  anc'  it  became  plain 
that  in  order  to  iiiU.e  fi.e  loar^  attractive  in  ilew  York,  the 
price  of  the  new  loan  had  to  be  fixed  very  much  below  the  point 
at  which  it  could  have  been  procured  from  Lorn' on  alen*.  i-he 
extreme  ^-auti-.n  and  the  dread  of  Japanese  financiers  of  the 
evil  effects  of  the  rcere  possibility  of  -3  failure  in  the  appeal 
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to  pv;blic  svibEcription  caneed  them  to  offer  Ue   nev,  isi^ve   by 
euch  onerovis  terms. 

T<hatever  t'e  cosdy  teiniB  rripht  be  tie  iSRiie  was  a 
6\iccet-.B  if  v.e  reca:i  that  STach  inciaents  occtiretl  in  ot>er 
nations  in  time  of  v,..ir.  Ti^e  knov  well  >ov;  Eng-iie>!  credit  wa? 
recuced  inaterialjy  eoon  after  Enflond  began  the  v/ar  with  the 
Boer  Republics  and  also  we  reniercber  v.ell  that  France  in  the 
throes  of  the  freat  war  of  1C70  had  to  offer  as  mrch  as  six 
percent  oc.   the  Ilorpan  loan  and  to  fixthe  issi  e  :rice  as  lev; 
as  eig-hty-five.  therefore  France  paid  more  dearly  for  the 
Uorgan  loan  than  Japan  v;as  paying  for  her  nev.  loan.  If  then 
England  and  France  have  had,  in  v/ar  tiTne,  to  acce^^t  their  "jigh 
terms, does  it  not  testify  to  the  strength  of  J=^panepe  credit 
that  she  could  raise  the  loan  with  sijch  terms? 

The  direct  result  of  the  fall  of  Port  Arthur  upon  the 
national  credit  v.-^s   effective.  It  w^s  the  turning  point  in  the 
war  from  a  financial  as  well  as  a  military  viev/^oint.  The  world 
at  large  ha^'  ceased  to  look  for  victory  by  P-ussian  arriiS  as  a 
possible  factor  ii;  tj:e  situation.  Ihe  victory  of  Japan  v.as 
assured.  Ihe  rise  in  the  prices  of  Japanese  securities  was 
therefore  natuial  ami  Juirtifianle.  lublic  conTirlence  in  the 
capacity  of  Ja'r-in'e  national  strength  war  shown  by  the  absorp- 
tion of  the  bonds.  Four  per  c-ent  bonds  and  otrer  issves  v;ere 
speedily  -urchased  and  the  tv;o  isstes  of  six  per  cent  became 
very  popular.  V.it-.in  a  fev.  days  'iiter  t)  e  fall  of  .  ort  Arthur, 
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tie  4t.jtation  foi  the  bonc-s  had  riser,  to  ihe  ro\-.nfl  hundred  or 
8ix  and  .one-lialf  premium  upon  the  price  of  .six  per  cent  bonde, 

liarcL  19  j5  Siiv.  ar.other  offer  of  Japunef:-e  ]o>-r.  of  t]  Irty 
million  n.-tuncls,  the  ls£t.e  price  of  ninty,  period  tv/enty  years; 
one-]jalf  was  ta^en  in  llev.  Yor*.  ar.r"  half  in  loncon.  I'r.e    tobacco 
monopoly  fori.:ed  the  snecial  secvrity.  Ilie   interest  was  reduced 
froir  six  per  cent  to  four  per  cent.  Comparing  the  raae:niti;de  -^-^ 
the  loan  and  the  f i-ic  l  that  the  v.-ar  was  still  e-olnff-  on,  it 
certt^inly  v,as  not  a  hig-h  riite  of  interest.  The  announcement  of 
t:,e  terms  of  the  nev;  loan  at  first  g-ave  rise  to  sellir.f  ^f  the 
existing  issues,  but  the  er  .rmous  applicatior.  which  caice  from 
every  part  of  the  European  continent  had  the  effect  of  cirect- 
ing  attention  to  the  forn.er  issues  and  the  ourchase  of  these  v/as 
ea^jerly  renev.ed  by  the  marked  advancement  of  prices. 

The  national  credit  of  Japan  which  rose  so  "■  i£-h  was  more 
strengthened  when  the  world  eaw  the  remark-e/ole  success  with 
7;hich  the  Japanese  Government  has-  conducted  internal  operation. 
Although  several  loans  v.ere  issued  in  Japan  each  loan  was  eager- 
ly responded  to  and  no  visible  drain  was  felt  "eavily  upon  the 
country  --..ing  to  the  fact  that  tie  country,  thar.i.s  to  the 
Japanese  financiers  during-  a  tire  of  severe  stress  and  idversity 
had  been  administered  with  admirable  skill  nnd   sagacity.  Th.e 
rise  of  the  securities  in  the  home  market  will  be  seen  in  the 
accoiiipaning  dia-jram. 

In  July  19Cb  w"..ile  the  last  loan  vas  not  yet  fully  paid 
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there  came  8i:di'ei.j.y  tl;e  rumor  of  another  J'ipanere  lo^n  v/ricT- 
eoon  ory?talieec'  into  reality.  It  seemG<?  IrprobHble  that  Japan 
v.oulc'  offer  fuitlier  issx.e  so  soor,  after  raieirg-  u  larfe  loai"; 
and  western  investore  regretted  seeing  Japan  under  the  neceeeity 
of  once  wore  corainr  upon  the  foreign  market  for  aepistance.  The 
issue  was  in  all  essentials  practically  a  repetition  of  the  last 
four  txnC    one-half  loan.  It  ^as  securec^  or.  the  sane  iterr.  of 
revenue,  giving  the  advantage  to  those  ijking  the  previous  loan. 
The  interesting  feature  of  this  issue  was  the  inclusion  of 
Gericany  among  the  pov.ers  to  whom  the  -irivilege  of  subscribing 
accorded.  It  was  stated  that  the  Germans  who  tried  hsrd,  when 
the  previous  loan  was  offered,  to  p'.,rticir ate  in  its  flotation, 
weie  so  irriportunate  this  time  that  the  Japanese  Loverr:T.ent  g-ive 
them  a  share  in  this  issue.  In  the  early  period  of  the  Eusso- 
Japanese  war,  the  European  Continent  took  an  entirely  wrong 
view  of  the  economic  and  political  condition  of  Japan  and 
conseiiuently  the  whole  continent  was  not  v;illing  to  lend  to  Japan 
But  in  the  course  of  the  conflict,  Japan  had  shown  such  extraor- 
dinery  efficiency  in  every  department  of  national  life  that  the 
Continent  has  been  convinced  and  now  the  fact,  that  t?ie  GerT::an6 
were  lencirg  to  Japan  a  large  sum  of  i/:oney,  indicated  the  higher 
position  of  the  Japanese  credit  in  tie  v.estern  markets. 

"hen  it  became  knovm  in  July  19C5  that  peace  negotiations 
were  being  made  between  T.ussia  and  Japan  there  had  been  an  increase 


ol    activity  in  Japanese  cecuritics.  The  public  veie  nov  abeorb- 

inj_  the  covntry'e  eecuritiee  with  evch   avidity  shoving  how  th« 

ultimate  conclusion  of  v.ar  v.is  regarded.  ';\hetiier  ,  eice  cane 

^uicjily  or  not, Japan* e  national  credit  had  nov-  been  firmly  ee- 

1 
tabliehed  among  the  money  markets  of  the  world. 

l].e  fluctuation  of  the  piices  of  bonde  in  tjie  Londoii  mar- 
ket, curing  the  Lusso-Jap:  nese  "-ar,  will  be  vcen   in  the  accom- 
paning  diagr \m, 

l.£ee,-iiarl  ..elf f eric:.,  "laf  Geld  im  r.\<eEusch-Jap3niFcren  ilricge" 
PP.195-2C6. 


RKTT     DUKING     TllC 


FOLD  OUT 


[ 


n, 


Z.    Fince  the   V.ar  v.ith  LuBBia,  1906-1913. 

The  war  cane  to  an  enc!  v.ithout  any  indoir.nity  from 
r.iiSBia.  Japan  was  obliped  therefore  to  bear  all  the  expenses 
of  the  v.ar  expenditure.  On  the  other  hand  the  liational  Eebt 
kept  on  increaeing-  owin£  to  the  unnatural  poet-bell ura  enter- 
prise and  the  shortsighted  financial  policy  of  Japanese  Govern- 
ment. 

The  fact  that  the  Wjir  left  Japan  with  a  he-^vy  burden  of 
the  national  indebtedness,  the  interest  of  vl.ich  hac"  to  be  paid 
every  year  was  indeed  an  enor!r.oi:s  drain  upon  t T  e  iraterial  re- 
sources of  the  exhausted  nation. 

The  Four  per  cent  Conveision  loan  floated  in  ^^over.ber 

1905  was  an  interesting-  incident  in  the  course  of  the  National 

Credit  of  Japan.  In  spite  of  the  unfavorable  conditions  of  the 

money  markets  in  r>urcpe  and  AEerica,  the  arplications  for  the 

1 
subscriptions  were  greater  than  on  any  previous  occasions. 


1,  This  succeEsful  flotation  in  london  may  be  seen  from  the 
following  fact.  V.'hile  applicants  for  amounts  ranging  from  one 
hundred  pounds  to  six  hundred  pounds  obtained  in  full, prefer- 
ence was  given  to  the  siralxei  investor,  subsci-ibers  for  amounts 
ranging  from  seven  hundred  to  eight  hundred  pounds  received  six 
hundred;  those  for  nino  hundred  to  eleven  hundred  pounds  obtain- 
ec  seven  hundred  pounds.  Applications  for  amotrnte  between  twelve 
hundred  and  thirteen  hundred  pounds  received  eight  hundred  pounds; 
those  between  fourteen  hundred  and  fifteen  hundred  pounds  got 
nine  hiindred  pounds,  while  one  thousanc  pounds  v;as  alloted  to 
applicants  for  amounts  betv.e^ja  sixteen  and  ninteen  hundred  pounds; 
subscriptions  for  am.ounts  of  tv.o  thousand  nounds  and  upvard  ob- 
tained fifty  per  cent  of  the  amount  applied  for. 

The  rates  of  allotment  given  above  applied  to  cash  subscribers, 
holders  of  existing  six  per  cent  bond,  obtained  in  full. 

See,-  ^he  rtalist  lecember  2,19C5. 
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The  principal  reieon  of  thie  loan  was  the  re^eiription  of  the  hoir' 
loan  of  high  interest  and  tlie  conversion  of  the  six  per  cent 
sterling  loan.  The  important  feature  of  this  loan  v.as  that  t>'e 
loan  was  ruised  v.ithout  any  pledge  upon  the  national  revenue. 
Thus  showinf  the  further  and  extensive  advance  in  Japanese 
credit.  Tliat  it  did  this  notwithstanding  Eussia's  refusal  to 
pay  a  v^ar   indemnity  added  to  the  force  of  the  conclusion  re- 
garding Japan's  finsmces. 

Another  expediency  for  the  iniproveir.ent  of  the  public 
credit  was  also  made  in  19CC  throu£-l.  the  establishment  of  a 
special  bureau  for  the  redemption  of  the  national  debt,  thus 
providing  more  effective  provisions  for  the  payment  of  the 
national  debt,  .ilthough  this  effort  seemed  to  improve  the 
national  credit,  the  plan  was  a  failure  as  we  v. ill  see  in  the 
next  chapter. 

A  considerable  amount  of  interest  v,^as  aroused  in  the 
?.est  v.-hen  the  detailed  explanation  of  the  Budget  for  1906-7 
was  issued  in  Japan.  The  report  clearly  indicated  the  severe  " 
drain  upon  the  national  resources  in  consequence  of  the  war 
and  the  hu£e  po^t-bellxmi  expenditure  of  the  state. 


1.  i:ee,-The  Commercial  and  Financial  Chronicle, -Kew  York 
Kovecber  £5,1905. 

2.  See, -Administration  of  the  ilational  lebt.  pp. 75-67. 
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Here  ends  the  giory  of  the  Jacuner.e  Victory,  here 
begine  the  -)OEt-belaUm  financial  tribulatior  out  of  V/}iich 
Japan  hat;  not  ye;  coniploruiy  I'ocover'y'. Although  the  magnitude 
of  the  national  Indebtedneee  became  enormoue  the  mere  iccreafe 
in  the  debt  was  a  small  part  of  the  added  load  resulting  from 
the  triuEiph  of  Japan  over  Eussia.  In  order  to  maintain  the  nev; 
position  of  a  great  state,  the  ordir.ary  expenditure  of  the 
Japanese  Government  became  many  millions  larger-  than  before  the 
war.  The  ideas  of  glory  and  military  greatness  were  carried  too 
far.  The  extr-vagant  post-bellum  undertaking-  that  follov/ed  soon 
after  tr.e  v  ar  v -is  crushrr"  by  the  financial  crisis  anc  economic 
depression. The  national  Credit  of  Japan  which  had  been  so  im- 
proved after  the  war  met  v.ith  a  universal  collapse.  The  mere 
announcement  that  the  Japanese  Government  had  decided  upon  a 

sweeping  retrenchi-er.t  of  its  expenditure  and  its  determination 

however 
on  the  financial  rehabilitation^has  produced  sucl:  a  good  effect 

at  home  and  abroad  that  from  the  Governr.ent  bonds  dovnward  all 
kinds  of  negotiable  securities  began  to  sl:ov;  signs  of  improve- 
ment, v.'hile  abroad  also  Japanese  bonds  began  to  appreciate  in 
value.  The  belief  v/as  widly  expressed  that  it  would  pervc  to 
relieve  Japan  froKi  her  financial  difficulties  and  help  her  on 
the  road  to  commercial  success  and  legitimate  expansion. 

In  spiie  of  the  determination  of  the  financial  retrench- 
ment, ir  spite  of  profound  schemes  for  the  reduction  of  the 


:4, 


national  oebt,  U.e   nation-al  credit  of  the  coijntry  >  as  de- 
clined ever  eince  1910. The  failure  of  the  Forr  per  cent 

Convereion  loan  v/ae  the  conolvsive  teetimony  for  thie  move- 

1 
ment.  The  decline  in  the  prices  of  the  bonds  viill  be  seen  in 


the  following  table. 

1911 

1912 

Angus t  21 

August  21 

Fall. 

Pounds 
l£t  4  per  cent  Foreign       90-1/4 

Pounds 

84 

lounds 
e-1/4 

Zr&   4  per  cent  Foreign       91-1/4 

84-7/e 

c-3/e 

l8t  4  per  cent  Home  loan     89.60 

85.50 

4.10 

Imperial  5  per  cent  Home  loan  100.20 

92.50 

7.70 

EueEian  ^o-ct   per  cent  bonds  which  formeily  commanded  less 
popular  prices  than  Japanese  bones  v.ere  nov.'  quoted  at  higher 
points  and  even  the  Chinees  Five  per  cents  veie  randled  more 
respectfully  than  Japanese  Five  per  cents. 

The  fall  in  .prices  was  no  doubt  pairtly  due  to  influ- 
ences which  have  affected  almost  all  international  securities, 
But  what  was  the  cause  of  this  greatest  drop  of  the  Japanese 
bonds  when  compared  v.ith  those  of  other  countries?  This  back- 
ward movement  of  Japanese  credit  was  chiefly  due  to  the  short- 

2 
sighted  policy  of  the  government. 


1.  Cf.  Chapter, -Administration  of  the  Kational  Debt. 

2.  Cf;  The  perplexing  state  of  our  dinancial  policy, - 

Orientiii  Sconorniet,  L'.ay  5,  191S. 
.^Iso,-  C.Kondi,  Our  2;aled  Finance,-  The  Sun  Trade  Journal 
Lccet.ber  1,1910. 
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Ov.in£  to  tVe  pernicdoT^B  administration  of  the  national  debt, 
as  will  be  seen  in  the  next  chapter,  the  profotind  Bchecies  of 
debt  payment  proved  a  farce.  'Ahile  on  the  other  hanc  the 
military  and  naval  •xpencituree  v.ere  conetuntly  increasing, 
the  treactry  bills  have  been  recklessly  ieeved  and  the  taxes 
Lave  been  tmbearably  heavy.  The  constant  increase  of  the 
national  inctmbrances  gave  rise  to  the  peesinistic  view  of 
financial  position  of  Japan  at  home  and  abroad  and  thus  de- 
preciating the  prices  of  the  secvrities-  in  the  market,  -he 
decline  of  the  national  credit  is  thereiore  a  natiiril  re- 
sult of  the  faults  of  the  financial  policy  of  the  government, 
Vi'hen  it  is  seen  that,  despite  a  large  sinii-ing  fund,  the  debt 
has  increased  heavily  every  year  and  bonds  have  been  main- 
tained by  artificiiil  meastres  and  that  projects  for  the  further 
enlargei:.ent  of  the  armament  v.ere  on  foot,  apprehensions  are 

justified.  The  analysis  of  these  pernicious  propensities  v.ill 

1 
be  shov.n  later. 

"Ihe  public  credit','  writes  a  French  economist,  "is  ti-e 

2 
confidence  of  individuals  in  the  engagements  of  government." 

Public  credit  can  only  be  supported  by  public  faith,  and  rublic 

faith  can  only  be  maintained  by  an  econom.ical,  energetic  and 

prudent  administration  of  public  affairs,  and  by  the  prom.pt 

and  punctual  fulfilment  of  every  possible  obligation,  lie 


1.  See, -administration  of  l^ationul  lebt, 
/     / 

£.  J.E.Say-  Truite  i'Economie  lolitiiiue. 


recovery  of  the  national  credit  of  Japan  can  only  be  attained 

by  liniinclal  ad juetment.  Inlees  the  country  le  placed  on  a 

solid  basis  cf  financial  strength,  no  external  display  of 

militarj-  uac   naval  force  v.ill  nnaintaln  its  position  among 

1 
t}ie  powers  of  the  v:orld. 

Fortunately,  the  present  I^inistry  has  already  realised 

the  nation's  position  and  a  streneous  effort  has  been  made  at 

financial  reforms.  Althoug-h  the  present  status  of  the  economic 

outlook  is  precarious,  the  improvement  of  the  national  credit 

is  not  hopeless,  ^hat  Japan  needs  today  is  the  fam.ous  watcli- 

v.ord  of  Gladstone,  "leace,  retrenchment  and  leform."  It  rc^iVirei 

no  financier  of  extraordinary  ability, "but  one  who  will  have 

a  serious  purpose  and  v;ori.  hard." 


1,  Cf. -B.Kattori,-  Gur  Finance  ". ithout  Zconomic  5a£-is,-Ihe 

"^un  Trade  Journal,  May  191S. 

2.  >I.  IanfiU.a,-l8  the  Financial  -i.djustm.ent  so  Keally  Difficult? 

The  Japan  Financial  and  Economic  Monthly, -.ipril,  1912. 


57. 
Chipler  111. 

AEUIMISTKATlOi:  Qi'   '^.^  ^..,.i<jh..L   IE3T. 

1,  The  Sank  of  Jjipan. 

-In  iniiiri-iie  lelutionehip  exists  betv.eer  the   Bank  of 
Japan  and  the  administration  of  the  national  debt.  Indeed  the 
manaeement  of  the  national  debt  has  become  so  closely  bound  "up 
v.-ith  tl;e  Bank  of  Japan  by  the  natiire  of  the  eyrten:  of  public 
iinance  and  by  ti-idition  that  the  connection  muy  be  regarded 
as  permanent.  It  ie  tieiefore  not  inappropriate  for  us  to 
examine  those  functions  of  the  bank  that  relate  to  the  udmin- 
istratior.  of  the  national  debt. 

It  ie  not  my  purpose  to  trace  the  oririn  and  develop- 
ment of  the  Bank  of  Japan.  Suffice  it  to  observe  that  the 
Banji.  of  Japan  was  established  in  1882  Vvith  the  avov.ed  purpose 
to  v.ithdrav.-  inconvertible  notes  f i  om  circulation,  thereby 
unifying  the  paper  currency  of  the  country; to  facilitate  the 
handling  and  disposition  of  money  belonfinf  to  i'e   Treasury; 

to  adjust  the  monetary  conditions  prevailing  it  home  and 

1 
abroao  and  regulate  the  rate  of  interest. 

Sefore  1884  the  national  debt  of  Japar.  had  been  «mi t i r ,- '■  y 

managed  excli.sively  by  the  Eepartment  of  Finance;  at  that  date 


^01  the  history  of  the  Bank  of  J?ipan,  see  the  follov.-ing- 
Lleiii  Taisei  Shi  (Financial  History  of  i:eiji)Vol.l4 
PP.1-4G9. 

I.Kama.ok^,- A  Ctuuy  on  the  Central  3ank  of  Ja^an. 
L.iLigaj— Das  BarJtwesen  Japans,  pp.  60-112. 
Y.Cno.-The  Bank  of  Japsn.   The  Banker's  Mafarine.  f  J:.Y. ) 
April  1899. 
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the  Buni.  first  undcrtooi.  the  administration  of  the  national 
debt,  ^he  Banli  of  Japan  today  conducts  all  trareactione 
involving-  pubjic  debts,  vTether  ir  payment  of  t"' e  principal 
or  in  periodic  payments  of  the  interest  thereupon.  I'oreover, 
it  hj,npen8  not  infreytiently  that  the  Governinent  attempts  to 
purchase  its  own  bone's  in  which  case  the  bank  is  always  used 
as  its  agency.  Uuch  more  important  functions,  however,  besides 
tl:ese  duties  are  rendered  by  the  Bank,  The  Bank  of  Japan  acts 
as  intermediary  betweer.  the  Treasury  and  the  public  with 
respect  to  the  business  of  actual  administration  of  the  national 
debt  whenever  the  government  isstes  a  loan.  Through  the  advan- 
tageous position  of  the  Bank  in  money  market  the  Government 
may  obviate  many  difficulties  and  obtain  more  favorable  condi- 
tions. 

One  of  the  most  important  of  the  seivices  rendered  by 
the  Bank  to  the  Government  iias  been  the  circiilatior:  of  the 

Treasury  Bills,  the  management  of  which  has  been  entrrs-Lerl  to 

1 
the  Bank.  Treasury  Bills  in  Japan  are  issued  to  reet  temporary 

deficits  which  occur  in  the  revenue  within  a  fiscal  year.  The 

revenue  and  expenditure  ir.  the  annual  Budget  usually  balance 

at  the  end  of  each  fiscal  year  unless  some  exifency  appears. 

But  whereas  the  revenue  generally  comes  in  at  fixed  periods, 

1.  Treasury  Bill  Keg-ulatione,  September  TO,  1864.  Ordinance  lo  24 
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while  the  expenditure  of  the  state  ie  continvouff,  it  may 

happen  t?ierefore  that  the  Treasury  is  left  without  funde  to 

meet  sudden  calls.  Thue  an  issue  of  the  ireastiry  liills  be- 

coinee  inevitable.  The  maximuin  amount  to  be  issued  is  authori2ed 

by  the  Budfct.  .iccorcing  to  the  general  Bucget  for  the  fiscal 

1 
year  of  191**  the  total  amount  of  the  Ireasury  Sills  to  be  issued 

for  the  current  year  is  limited  to  5C, .  O.COO  Yen.  - • c  bills 

•ire  unregistered,  interest  bearing  and  nayjihle  v;it".  in  t'Aelve 

months. 

Besides  the  treasury  Bills  the  GovernTr.ent  is  authorired 

to  borrov;  money,  in  the  case  of  a  temporary  deficit,  from  the 

3anii.  under  the  circumstances  which  render  it  inconvenient  to 

2 
issue  Ireasury  Bills.  But  the  amount  of  such  temporary  loans 

when  added  to  that  of  the  outstanding  Ireasury  Bills  must  not 
exceed  the  total  issuable  amount  of  .reasury  Bills  authorised 
by  the  Budget. 

Thus  v.e  have  seen  the  function  of  the  Bani:  of  Japan 
concerning  the  national  debt  under  the  normal  state  of  public 
finance.  In  tim.es  of  national  emergency,  however,  the  service 
of  the  Bani:  is-  supremely  essential  to  the  nation-il  credit  of 
the  corntry.  "hen  j,  v.'ar  arises  .he  fovernn.ent  f-^ces  the  enor- 
mous outlay  of  the  oxtriordinary  eypeni'izure.  "The  expense  of 
the  modern  vars  has  been  goneruliy  so  great  that  tl  c  revenue 


1.  Japunese  fiscal  year  eoii:irences  v.ith  .ipril  1,  .and  ends  with 

:Jarch  21  of  next  year. 
£.  Law  no  16.  February  £^,1894. 
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1 

rait-ed  v,  ill. in  the  ye^r  it  insufficicnlV  tLoiefore  "  .\.n   ininiefii  ite 
■inc'.  rTes't   expcriee  mvst  be  incvrred  in  that  rnornent  of  immediat'^ 
danger  v/hich  will  not  vrait  for  the  grndtial  arcl  pIov;  retrrnF  of 
the  nev.-  taxee.  In  ihie  exigency  the  Government  can  have  no 
other  reeoi-rce  b-ut  in  follov.inf. " 

Ivirin-;  tv.o  severe  cests  of  the  national  strength,  the 
Bank  of  Japan  performed  most  vali^able  services  to  the  corntry. 

"Indeed,  vrilep  Ir.Ono,  "the  v.-:ir(v.ith  Chini)7.ot;ld  not 
have  been  possible  vithovt  the  effective  co-operation  of  the 
Bank,  ^t  the  commencement  of  the  Vitr  t};e  ne£-otiatior  of  a  for- 
eign loan  v.as  (^uite  g-eneritli-^  fsvored  in  influential  q-u--rter£. 
But  the  Bank  opposed  this  idea  and  v.as  frlly  confident  that  it 
could  depend  upon  the  internal  resources.  7.hile  it  sr.ppiief'  t>-e 
Government  with  the  necessary  funds  ant'  cid  it  best  in  collect- 
ing subscriptions  to  the  v.ar  loan,  the  Bani^  was  alv.ays  active 
in  providin£  capital  to  trade  and  industries." 

-igain,  the  vtility  of  the  Bank  of  Japan  to  tre  Govern- 
ment v.as  lemarkably  shov.n  in  the  cotirse  of  the  war  with  Eussia. 
The  Government  leaned  strongly  upon  the  Bani.  in  fincinr  means 
for  carrying  on  the  v.ar.  .it  t}:e  outset  of  the  war  the  Govern- 
ment borrowed  largely  fiom  the  Bank,  its  loans  to  the  Govein- 
ment,  inciucing  its  holdings  of  governir.ent  bonc!s  incre-isec 


1.  lobert  ::amilton, -An  in^^uiry  Cor.cernin,':  the  National  lebt. 

ZnC    edition  p.  £8. 
E.  Adam  Smith, -The  -ealth  of  Nations.  Book  5,  Chapter  2. 
3.  Y.Ono.-B'inxv  of  Jap.-,n.  Bankers'  '!agarir.e  (E.Y.  )  April  1699 

p. £49, 


/ 
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from  t?,c:0,:00  Yen  in  Icceirbcr  19C?  to  IIG, 000,000  Yen  at 
the  end  of  1904.  Its  entire  lending  power  v.as  put  to  use  in 
the  course  ol  the  I'irPt  months  of  t)  e  conflict.  Indeed  the 
advances  made  to  the  Government  by  the  Bitnk  tended  to  in- 
crease to  such  an  extent  that  there  v.'ae  reason  to  apprehend 

1 
that  the  note  issue  might  attain  unduly  large  dirr.eneions, 

but  this  danger  avoided  v.ith  the  issue  of  foreign  lo-ins. 
Indeed  Japan  availed  iierself  in  a  very  larg.e  measure  of  the 
central  b-ink  to  meet  her  needs  for  money  and  for  a  certain 
time  even  to  the  utmost  possible  limit. 

T'l.us,  in  tim.e  of  v;ar  as  v;ell  as  i^  time  of  peace, 
the  Bank  of  Japan  serves  the  Government  as  a  manager  of  the 
public  credit.  In  short,  the  Bani.  of  Japan  has  become  the  v.-'ole 
administrator  of  the  national  debt  today. 


1.  Ihe  amounts  of  note  issued  stood  at  about  168,000,000  Yen 
in  ^pril  19C4  ana  leached  more  than  28G,C00,0C0  Yen  at 
the  close  of  lecember. 
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2,  Consolidation  and  Conversion. 

In  discvssinr  tie  ffittnagenient  of  tie  public  debt  ..dims 

writee,  "Vihenever  a  permanent  debt  ie  establisher  and  there  is 

no  tfcoufrt  of  (iVick  payment  of  the  principal,  tlie  pl-^n   of 

fresiTJont  conversion  on  ercall  margins  is  defensible;  for  in  the 

coi-rse  of  a  lon«.-  rv<n  of  years,  this  plan  will  prant  the  cov.ntry 

1  ^ 
p-reater  relief."  The  expediency  oi   this  linancial  operation 

for  the  redtiction  of  annual  c]:ar£c  may  be  resorted  to  v.}:enevpr 
the  actual  rate  of  interest  in  the  corntry  falls  in  any  con- 
siderable derree  belov;  the  nominal  rate  of  any  particular 
species  of  bone's.  In  such  circumstances  the  g-overnment  m^y 
safely  offer  to  the  holders  of  the  bone's  the  repayment  of  their 
money  unless  they  v.ill  acce]7t  a  diminished  rate  of  interest. 
The  experience  of  the  last  half  century  has  proved  that  the 
most  important  relief  from  the  pressure  cf  -ublic  debt  to  be 
obtained,  even  during  a  profound  and  long-  established  peace, 

v.ill  probably  be  derived  from  the  lorerir.g-  of  the  rate  of 

2 

interest. 

Five  attempts  have  been  made  so  far  for  the  reducti'->n 
of  the  annual  charge  on  the  National  lebt  of  Japan.  The  need 
und  occassion  for  schemes  of  conversion  have  been  for  the 
most  part  since  the  establishment  of  peace  followinf  upon  the 
gre^t  and  exper.five  v-r  with  Evssia. 


l.H.C. Adams, -iublic  lebt.  p.2Z4. 
2.3astable,-iublic  Finance,  p. 706  et  tseci. 

Coh-n.-ITininr.  issenschaft.  p.  766  «t  8e(i. 

Pfeiffer.-Ctaatseinnsihamen.  p. 595  et  s©q. 

Zheberg,-?inanEwissenEchaft.  pp  471-472.  47J 


Ihe   fvinuin^'  eyetein  in  Japan  corTnenced  in  1686.  Ae  the 
national  loans  ieened  before  th'it  yeiir  had  been  governed  by 
different  acts  and  regulations  under  heterogeneotis  circum- 
stanceE,  the  debts  existing-  at  that  time  v/ere  not  reduced  to 
any  regular  form.  Therefore  great  inconvenience  had  been  felt 
in  the  icministration  of  the  Ilational  lebt  and  its  idjuetment 
becane  v.ell-nigh  impcritive. 

T.ith  t}je  development  of  the  credit  instit-utions  ptrength- 
ened  by  the  resumption  of  the  specie  payment,  thp  rale  of 
interest  began  to  fall  anc"  the  general  prices  arose.  Interect 
on  bank  deposits  stood  at  'ibout  three  per  cent  or  four  per  cent 
per  annum  and  national  bondt'  bearing  interest  of  over  six  per 
cent,  all  commanded  a  high  premium.  Cn  the  other  hand,  the 
political  horizon  had  been  made  clear.  The  efficiency  of  the 
nev.-  adminietratiori  had  been  recognized  both  at  home  and  abroad 
and  the  credit  of  the  country  gradually  increased.  The  time 
had  come  therefore  not  only  for  the  consolidation  of  the  public 
loans  but  also  its  conversions  on  a  large  scale.  Accordingly 
the  Government  decided  to  carry  out  an  extensive  operation  of 
conversion  in  order  to  reduce  the  interei^t  on  the  debts,  lighten 
the  burden  of  iho  tax  payers  and  to  consolidate  the  various 
loans  issued  under  clifferent  regulations. 

The  ovtline  of  the  sc].eme  of  conversion  v.hich  v.-as  ex- 
plained to  tlie  iarliament,  v  as  introduced  by  I'lsayoshi  "atsukata, 
Llinister  of  Finance.  After  a  short  debate  it  received  the  loyal 
approval,  on  October  sixteenth  1885  in  an  act  entitled  "The 


G4. 


1 
Con&oli(?aled  .'ubiic  loun  ..ct." 

Great  liberty  vias  jiven  to  t}:e  !.!inister  of  Fin  tnce  in 
the  mtiniif etnent  of  the  operation.  The  main  featrre  of  the  echeme 
Was  the  creation  of  nev  stock  which  var  offered  to  all  holciers 
of  the  old  bonds,  "he  nev/  etock  vas  to  yield  dividends  payable 
half-yearly,  at  the  rate  of  five  per  cent  per  annum.  The 
principal  to  be  redeemed  by  lot  within  fifty  years,  coi-.nting 
from  the  sixth  year  after  the  issue  anc"  the  total  amount  was 
limited  to  175,0C0,0CC  Yen. 

-he  conversion  scheme  thus  planned  v.as  a  success. 
Although  its  process  often  met  v.ith  abnormal  tig'htness  on  the 
money  market  and  faced  discouraging-  experiences,  t>  e  result 
of  this  great  fin-j,ncial  operation  was  effective.  luring  twelve 
years  of  its  agency  from  lloveipber  188r  until  I.'ayl897  tie  amount 
of  17£,OCO,000  yen  was  converted;  thus  effecting  a  great  eaving 
on  the  necessary  annual  burden  to  the  amount  of  about  £,9'iC,;C'_ 
Yen.  'he  details  of  this  v. ill  be  seen  in  the  following  table. 
(See  lable  -J 

Indeed  thic  firft  firancial  coup  de  main  made  so  favor- 
able an  impreeeiox.  on  tl.e  creditors  that  the  National  Credit 
of  the  country  was  vividly  improved,  the  burden  on  the  people 
w-ji£  lightened  and  national  reeov.rces  incre.ieed. 


1.  Impel i-1  iecree  ^0.66. 

£.  Cash  loan       ITS, 969, "CO  Yen 
Keceetr-cd  by  Cash  49,0r0,70C   " 
Total           175,000,000   " 


TArilE  A. 
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tJiLCi  OF  coL'vzr.sici:. 

• 

1666. 

Converted   Loans. 

.»Bio\int   of 
Conversion 

-juoi^nt    of 
intereet    on 
Converted 
loans 

/amount    of 
interest    on 
Conversion 
loan 

Balance 

on 
intcreet 

6^  laper  Honey 
Exchange  loan. 

Yen. 
5,ce9,150 

Yen. 
241,249 

Yen.  ^ 
248,467 

Yen. 
5C,e91 

6Jo  Hereditary  Loan. 

£2.0e2,'i55 

1.224,947 

1,104,122 

£20,824 

75o  Hereditary  loan. 

98,4£8.760 

0,692,112 

4,922.927 

1,969,175 

6^^  Public  ^ork  Loan, 

10.690,250 

641.421 

524,517 

106,902 

7'/'.  Lakasendo  r.ail- 
road  loan. 

19,690.400 

1,278.228 

984,520 

292,808 

6>  iiiper   Lloney 
Lnregietered 
Zxclange  Lo-^n. 

7,909,900 

474.594 

295,495 

79,C99 

Uoney  borrov^ec;    for 
the   Svppreeeion   of 
Ihe    Couth-V.eetern 
I.ebeilion. 

8,496,632 

627.247 

424.821 

212.415 

Total 

172    ,017, €47 

11.689,999 

e,r50,8e2 

2,029,116 

ijiiliince  of  Losns 
converted  and  isEued. 

1.982,252 

^ine:e:.eeo' 

) 

99,117 

99,117 
(  increasec' ) 

Grttnc'    :iotal. 

175,000,000 

11,669,999 

8,750,000 

2,929.999 
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Of  all  the   v.ar  lo.ir.E  isEi:eu  '.wnni    ^;.e  b  i-rugple  v.ith 
r.\iseia  ti.c  i:ocche*iUer  Jjonde  of  tr.e  fourth  anc'  fifth  series 
had  the  moet  oncroa^B  terms  for  Japan.  (Interest  6',-,i8Eue 
price  9C,  the  i^eriod  of  redemption  being-  seven  years-  after 
September  1905  (4th  series)  z.rA   seven  years  after  October 
1905  (£th  series).  It  v.as  therefore  the  v  ieh  of  the  J- pmcFe 
Lovernir.ent  to  convert  then  into  loans  with  lov.er  interest 
it  the  earliest  date  poesible,  XaLirr  adv^nta^e  of  the  .-lipht 
improvement  on  the  money  rr.arkets  abroad  dnd  the  fair  impres- 
sion of  t}'e  country  the  victorious  v.'-ir  C-ivsed,  the  Govern- 
ment carried  throu£h  the  conversion  of  these  exchefiner  bonds. 
Thron^-h  the  attractiveness  of  the  term.s  of  the  Conversion 
loan  the  campaign  v;as  effective,  bnder  this  scheii'e  over  ore 
hundred  anc  ninty-nine  million  Yen  of  these  exche.iV.er  bonds 
v:ere  c!ealt  .  ith  and  the  annual  charge  of  the  debt  rec^nced  to 
about  two  million  two  hundred  twenty  thoi;sand,  ciy  hnncred 
and  four  Yen. (See  Table  B), 


'able 


(1) 

-amount   of  iijcchetiuer   liona.    (^th  L  5th   -eriesj  Yen. 

to  be   converted 199,7£G,725 

-^o-unt    of  4,^  Sterlig  loan  received.. 
Balance 


^l,^.r75.rC5 


r.od"uction   of  Interest. 

(£) 

amount    issved.  amount    of  ir.teresl 
ixcheciuer  Bonds (4th  & 

Eth  Series).                          19?,7rc,725  Yen.  6%       11,963.504  Yen. 

4;-  sterling   ioncs               £44,076,000  Yen.  4^^          9.7:/.CCO  Yen. 

Balance   of  interest   dircinishe<^  £.  £r    . "  :4 


In  ilay  19Ce  another  effort  v;as  made  for  the  reduction  of 
ths  service  of  the  loans.  It  wit^  cirected  -.igai/St  t  r  e  firet  and 
second  sterling-  loans  raised  in  the  befinning-  of  tlie  v;ar,  respit( 
the  enormoiie  subscription  of  the  isexje,  the  result  of  this  con- 
version was  not  satisfactory.  This  was  dtie  to  the  fdct  that  the 
state  of  money  markets  at  that  time  did  not  warrant  any  stich  at- 
tempt, With  a  hig-h  bank  rate  in  Germany,  monetary  press-ure  in 
Hew  York  and  tix  pei  cent  rate  in  London,  the  general  condition 
could  hardly  have  been  worse  for  such  an  operation.  Yet,  the 
national  pride  of  Japan  dictated  the  rtep.  This  spirit  rendered 
the  Japitnese  financiers  impatient  and  in  a  sense  aEhnnjed  of  any 
six  per  cent  obligations,  si:ch  a  rate  being-  rcgarced  as  derog^a- 
tory  to  the  dignity  and  credit  of  fhe  covntry.  Unfortunately 
in  the  administration  of  public  a/fairs  throughout  its  history, 
pastion  unu   nation.il  pride,  rather  than  ration-al  views  of 
national  inlcrest  have  been  often  the  ruling  principles  of  OT;r 
public  conduct,  iiad  the  financial  advisers  v;aited  a  little 
longfer  for  this  conversion  operation,  when  the  money  markets 
shoved  more  activity,  they  could,  v.c  believe,  have  gotten  the 
money  at  least  one-half  cheaper  and  made  a  £:reatcr  saving  on 
intcrct-t  than  it  wae  then  possible.  (See  T'ible  C) 

Tible  C. 


(1) 

^ount  of  6',c,   Sterling  loan  to  be  converted £14, '"/ 71,355 

a.mount  of  S;^  Conversion  Lorn  received '"ir.cro.O?4 

iJalonce  supplemented  by  Cush r,7Ll,£,:i 

(£)  1  eduction  of  interest, 

■imount  issued        imount  of  interest, 
•:;:  Sterling  Ic.n     £14,771,255  Yen.   o;.    12, COG, 261 
5;..  Conversion  io^n   224,54°, COO   "    £;'-    il.2£7.4£C 
Balance 1.  i-t.eri 
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T]:ue  I'lir  v.e  'nave  examined  the  Convereion  Schemee  v;Mch 
v;erG  attended  witr  rather  sxicceeeful  reiults.  "e  now  come  to 
the  conversioi.  operations  which  proved  a  f-iil-ure.  In  19Ce,  the 
first  F-xchequer  3ond8  fell  due  anr  the  Government  hnrl  therefore 
to  redeem  the  boncls.  Kavinr  been  embarraeed,  however,  vith  the 
financial  dilemma  in  consesiiieneo  of  the  extravagant  post-bell-um 
enterprise  no  fund  exieted  for  the  repayment  of  this  matured 
loan.  The  expediency  v.as  consesiuently  resorted  to  of  an  i^stie 
of  a  nev:  loan.  Although  t?je  Government  carried  through  the  en- 
tire convereion  amid  harsh  criticism  and  difficulties  by  lec- 
ember  1908,  the  campaign  was  unsuccessful. 

It  is  evident  that  for  the  succeseful  administration  of 
the  conversion,  the  Capit-il  of  the  cebt  should  not  be  increase  ■ 
as  it   amounts  to  an  adriti'^n  to  the  future  burden..  Oving  to 
the  erroneous  operation  of  the  conversion  a  considcr-ble  am.oun 
of  the  debt  v.as  not  only  added  to  the  principal  but  also  to  the 
annual  charge  to  the  extent  of  one  hundred  ninty-seven  thousand, 
eight  hundred  and  fifty  eight  Yen,  (See  Table  D) 

As  we  hsve  already  seer,  the  adjustrr.ent  of  the  national 
finance  and  the  improvement  of  the  country's  credit  vere  the 
Wiitchv.-ord  of  the  i-atsura  Ministry.  Through  the  sv.er>ping  cur- 
tailment of  the  national  expenditure,  a?  v.ell  as  more  efficier 
provisions  for  the  debt  payment,  the  national  loans  began  to 
appreciate,  the  rate  of  interest  arose  and  the  credit  of  the 
country  seemed  improved.  Taking  it  for  granted  that  the  2'ational 
Credit  of  Japan  had  reall''  reached  the  sta^e  that  all  national 
loans  of  five  per  cent  could  be  converted  into  four  pr^r  cent 
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Table   I. 


(1) 

lot-al    amoiint    of  1st   Excheiiuer   bono 

to   be  Ledeemed Yen     96,977,4CC 

(a)                 iktr.ov.nt    of  I.eci eruption  by  Liscotint, 

late   oisccunt  .»raoiint   of  conversion 

began.  by  discount. 

1st   Conversion  -vpril   ?l,190e  11,984,700  Yen 

£nc             "               May        £7,  5,ee7,T.r5      " 

Zxd            "              June      27,  S,641,6?5      " 

4th             "               July      27,  1.9Cr.C75      " 

I'otal  r?  475   525      ^ 


(b)  ^^inount   of  Conversion 

1.  -amount    to   be   converted 27,047,975  Yen 

2.  -jnount   of  Conversion  lorn 

issued.. .71,001,150      " 

(c)  amount   of  r.edeinption  by  Drawing's . 

Amount   left    from  above "6,457,900  Yen 

1.  r^edemption  by  Lra^Aings 

(Oct  1,1908) 20,045,750   " 

2,  Redemption  by  Cash 

dec. 1.1908) 2.:. 412. 150   " 


(2)  Increase  of  Interest, 


imount  isrued.        Interest 
1st  Exchequer  loan   27 ,047,9 57Yen5'.    1,752,199  Yen 
Conversion  loan      71,001,159  "  s;.    1,550,057   " 
Increase  of  Interest  ■  19  7,858   " 


70. 


the  inp-enco\3S  mind  of  i-atsxira,  v;ho  had  tai.en  the  portfolio  of 

IJinieter  of  Finance,  set  itself  upon  'inothei  effort  to  dininish 

interest  on  tiie  l.'utionul  lebL.  Trie  brinpe  ue  to  the  la5t,  tl^e 

most  important  and  the  most  imsticessftil  of  all  t>e  TchemeF  of 

Conversion.-^  sum  of  one  hundred  million  Yen  in  "ev.eet  simplicity" 

of  fot.r  per  cent  bonds  at  ninty-five  was  floated  in  Japan  in  1910 

for  the  great  purpoce  of  redeeming  ^n   equivalent  amount  of  Five 

per  cent  bonds. 

respite  the  fact  that  the  subscription  amounted  to  tv.-ice 

the  issue  and  thus  the  interest  charge  was  recuced  about  one 

1 
million  five  hundred  thousand  Yen,  the  attem.pt  proved  a  mere 

dream.  Irince  i^atsura's  scheme  v.as  unfortunately  too  clever  or 
too  complicated  and  the  times  v.ere  unpropitious;  for  trie  National 
Credit  of  the  country  had  not  been  high  enough  in  reality  to 
Leep  the  price  of  tije  new  loar.  at  par  for  any  length  of  time. 
Although  the  new  loan  stood  at  premium  for  a  v.hile  after  t?'e 
conversion,  the  decline  ha?  been  steady  and  conFtant  as  si  ov:n  be- 
low. (See  Table  E, ) 

It  is  a  v.-ell  known  truth  that  a  successful  conversion 
postulates  the  establishment  of  public  credit.  Ko  effective 
conversion  of  loan  by  the  state,  therefore,  is  possible  without 
the  solid  foundation  of  ^.'ational  Credit.  "The  -juertion  of 

1.  -i^mount  issued.         Interest 
let  L   2n6    bf.   Loan          190,000,000     5;^^   9,500,000 
let  L   Pnri  4  Conversion 

loan        "00,000,000     A'l       e.CCO.OCO 
Balance 1,50C,0C0 

2.  h.C..idams,-xUblic  Lebt.  p. 220. 
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First -4 

"!  Convei  f  ion  loan 

Second  4'/ 

J  Conversion  loan. 

I^ax, 

Llin. 

average 

Llax. 

um. 

Average. 

1910. April  ■ 

95.25 

94.50 

94.87 

May 

96.40 

94.90 

95.65 

Jirne 

94.80 

94.10 

94.46 

96.50 

94.90 

95.20 

July 

95.10 

94.90 

95.00 

96.00 

95.40 

95.70 

-ug. 

9G.80 

95.20 

95.85 

97.00 

96.10 

96.55 

Sep. 

96.10 

95.80 

95.95 

95.20 

94.65 

94.97 

Oct. 

96.10 

92.90 

95.00 

95.20 

92.70 

94.45 

I^ov. 

95.70 

95.25 

95.47 

94.70 

94.40 

94.40 

Dec, 

9Z.80 

92.10 

92.45 

94.70 

92.90 

94.  2C 

1911. Jan. 

9Z.60 

92.20 

92.45 

94.60 

92.80 

94.15 

Feb. 

94.80 

92.50 

94.15 

95.00 

94.20 

94.60 

Llarch 

94.50 

94.10 

94.20 

92.40 

92.20 

92.20 

-*pril 

94.65 

92.60 

92.62 

92.70 

92.20 

92.95 

May 
(middle, 

92.75 

90.80 

92.25 

92.00 

90.20 

91.60 

7£. 


expei'lency  concernin£  the  reduction  of  interest ,  "eay?  Cohn, 

"dei  encF  chiefly  -upon  the  consideration  that  in  order  to  effect 

the  evccessful  operation,  the  condition  of  the  Koiey  muri.et 

and  :f  the  public  credit  mvst  be  ench  as  to  enable  the  etate  to 

raise  the  funds  rec^uired,  at  the  1  -ver  rate  of  int-^rest  aimed 

1 
at."  "^as  the  IJational  Credit  of  Japan  then  high  enough  to 

attempt  a  conversion  of  four  per  cent  interest?  It  v;a8  not. 

-although  many  favorable  eigne  appeared  after  the  rs^st- 
bellum  crisis  was  over,  due  partly  to  the  reaction  of  monetary 
crisis  and  partly  to  the  influx  of  foreign  ca-'ital,  the  phenom- 
ena v.ere  temporary  and  unnitural. 

Ov;ing  to  the  short-sighted  policy  of  the  Governr  ent  and 
pernicious  administration  of  the  National  Credit,  v;hich  we 
have  already  examined  in  the  previous  chapter,  the  i'ational 
Crtcit  of  the  country  had  declined  ever  since  the  war.  The 
failure  of  four  per  cent  conversion  in  191C  v/as  therefore  log- 
ical and  inevitable.  Ihie  unhappy  issue  resulted  from  financial 
ignorance,  from  a  sense  of  administrative  weakness  and  from  a 
thorough  distrust  of  people. 


1.  Gustave  Cohn  , -?inan2v;essenschaft.  Book  n.chater  2, section  545 
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3.  ."..mortization. 

"  If  it  can  be  said,"  ?iy?  a  writer,  "that  iiistory  in 

any  ciiiectioii  of   our  scientific  interftst.T  favors  ns  ':/ith  an 

exaaple  in  tl^e  preecnt,  of  the  various  phisee  of  its  past 

developicent,  the  proposition  v.ill  hold  wit?,  efpcciai  force  in 

the  sphere  of  the  p-ublic  credit.  In  fact,  the  situation  of 

the  world  today  ehowe  us  the  entire  diversity  comprised  ir 

all  the  different  characteristic  features  v;hich  have  pre- 

1 
vailed  in  the  history  of  the  past." 

The  evolution  of  the  English  Sinking  Fund  is  very 
fair-iliar  to  every  student  of  public  finance,  nor  should  I 
refer  to  erroneous  principles  underlying  the  old  Sinking 
Fund  scheties  which  v.ere  org:  nized  by  English  etatesmen  to 
extingi.iSi.  British  debt.  The  successive  Sinking  Fund  oper- 
ations not  only  failed  of  their  ob,-pcts  but  v.ere  turned  to 
increase  the  debt,  being  seieed  to  carry  on  wars  which  v.ould 
have  been  discouraged  and  might  have  been  prevented  if  no 
such  fund  had  existed  anr  if  nev,  taxes  on  loans  had  been  re- 
quired to  conduct  theiE.  It  was  P.obert  Hamilton  v.l.o  exposed  th« 
fallacies  of  t  e  Sinking  Fund,  which  was  propounded  by  Price 
and  adopted  by  Pitt,  and  set  forth  the  general  principle, "The 
excess  of  revenue  above  expenditure  is  the  only  real  sinking 


1.  Gustav  Cohkn.-Finanrv/issenPC'}  aft. 
Book  4,  Chapter  1,  Section  502: . 


iund  by  vhich  p\:blic  debt  can  be  diecharped.  ^he  increase  of 
the  revenue,  and  the  dimimni^n  of  expense,  are  the  only 
meiine  by  vihicj  tlis  einkinf  funfi  can  be  cnl-ai^ed,  anc"  its 
operations  rendered  irore  effecit:al:  und  ill  scher.ee  for  die- 
char£in£  the  national  debt,  by  sini.ing  funds,  cperatinr  com- 
pound interest,  or  in  any  other  manner,  unices  so  far  as  they 

1 
are  founded  upon  this  principle,  are  illusory." 

So  pernicious  and  so  absurd  vi-a?  this  theory  of  tYe 
Sinking  Fund  scLeine  it  v.ae  finally  abandoned  in  Eng-land  ir. 
ie£9  by  an  ^ct  v.'hich  declared  that  only  surplus  revenue  should 
be  applied  to  the  reduction  of  the  public  debt. 

Should  one  reflect  for  a  iror.ent  on  the  present  adminis- 
tration of  the  Japanese  Sinking-  Fund  he  v.ill  easily  detect  the 
analogous  error  in  its  manageiEent . 

Eo  sooner  v.as  the  struggle  vitl-  lussia  over  than  the 
Japanese  Nation  was  deeply  impressed  with  the  magnitude  of  the 
national  indebtedness,  -i  pathetic  cry,  "Either  the  natirn  must 
destroy  the  public  debt  or  the  public  debt  will  destroy  the 
nation,"  v.as  heard  everyv;here.'  having  felt  the  duty  of  ener- 
getically reducing  the  I^ational  I'ebt  therefore  the  Government 
sought  to  ma^e  more  effective  provision  for  aiTiortization.  The 


1.  F.obert  Hamilton, -.-in  InciUiry  Concerning  the  National  Debt. 

Second  edition  p. 10 
£.  Lixvid  Hume, -Essay  on  iublic  Credit. 
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llamillonijin  raxium  that  "The  creilion  of  debt  eTiotld  always  be 

accompanied  v.ith  lie  means  of  extinfuiehtrent ;  that  thip  is  the 

true  secret  for  rendering  ■ublic  credit  immortal,"  v.a?  i^pheld 

by  the  LliniEter  of  i'inance.  Ladicttl  echemee  v;ere  brotipht  for- 

2 
ward  for  the  liquidation  of  the  national  inc-umbruncee.  ^  Bill 

reiitinfe  to  the  est'iblishment  of  the  J^!ational  Lebt  Consolidation 
Fund  vae  clrav.n  up  in  1906. 

Indeed,  it  ie  due  solely  to  the  v.ild  notionf='  that  had  so 
generally  taken  hold  of  the  mind  of  the  anxious  public  upon 
thie  subject  that  the  nro^iosition  of  the  Government  did  not  re- 
ceive the  examination  they  should  have  bestowed  vj-'on  it.  It  v-as 
decided  by  a  single  considera.tion.  -xfter  a  brief  debate  the  plan 
rassed  -.arliament  and  leceived  ti;e  royal  a.proval  amid  -eneral 
congratulation  and  enthusiasm  in  I.'arch  19C6.  The  salient  r.ro- 
visions  of  the  ^ct  were  as  follov;s,- 

1.  The  Fund  is  kept  distinct  from  the  general  accoi^nt  and 
specially  treated. 

2.  -he  m.oney  to  be  apolied  to  the  Fund  is  transferred  from 
the  general  account  for  each  financial  year.  But  the 
annual  amount  of  that  portion  of  the  money  to  be  trans- 
ferred from  the  general  account,  w; ic)  relates  to  national 

1. Report  on  -ublic  Credit,  by  Alexander  I'.arailton. Jan.9,179C. 
2  The  firet  scheme  of  -^.mortiration  dates  1878.  It  was  stiru- 
*lated  that  the  sum  of  20,000,000  Yen  rould  be  set  aside"  from 

the  general  accounts  for  the  payment  of  the  debt. 
2. Act  i:o.C6.  Llarch  1,19C6. 

-he  defects  of  this  -^ct  were  ciearly  pointed  out  by  S.r'onda, 

1.:  hie    ix.  oatitled,-Ihe  i'inance  and  Zconom.y  of  Tew  Japan. 

pp. 57-62  inclueive. 
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loans  iseiied  to  meet  the  expenfituree  connected  v.ith  the 
vkar  V  ith  Pitiesia  and  national  loane  iestied  lor  converelon 
thereof,  irust  not  fall  belcw  one  hundred  and  ten  million 
Yen. 

Z.    The  Fund  may  be  i.ept  in  £Old  and  eilver  buljion  itnd  nepc- 
tiiible  tai  ers  and  may  further  be  cL.plcyed  in  "^n  advanta- 
geous and  reliable  manner. 

4.  In  caee  it  &h:ulc  be  con£idpred  more  profitable  v-on 

calculation,  the  Government  may,  for  the  rurpose  of  loan 

conversion  raise  loans  at  low  interest,  or  ^^urchase  and 

pay  off  loane  even  ai  not  less  than  the  face-value. 

frior  to  the  promulg-ation  of  this  law,  the  S'^ecial  Kation- 
1 
al  lebt  Consolidation  Bureau  had  been  established  as  the  organ 

for  tr^insacting  business,  relating  to  the  consolidation  of  the 
National  Debts  under  the  control  of  the  Minister  of  Finance. 
Moreover,  for  the  discussion  of  matters  concerning  the  consoli- 
dation of  iiaticnal  lebts  the  Soecial  National  Lebt  Conaolidation 

r. 

Committee  v*as  organirec. 


1.  Ihe  Special  JSational  Lebt  Consolidation  Bureau  v.ac  abolished 
in  Uov.  19C9  and  a  National  lebt  3ure.'ii  v.ae  nev/ly  established 
in  the  Department  of  Finance  and  the  place  of  the  Director  of 
t}.e  Special  National  Debt  Consolidation  Bureau  in  the  Consol- 
idation Committee  is  n^v.-  taken  by  the  Director  of  the  I!ational 
Debt  Bureau. 

E,  The  Comjnittee  is  under  the  iresidency  of  the  Uinister  of 

Finance  and  its  members  are  the  Vice  L'inister  of  Finance,  Dir- 
ectors of  the  .iccountunts '  Bureau  and  Finance  Bureau  in  the 
Departm.ent  of  Finance,  President  of  the  Special  Kationul  C:: 
eolidation  Bureau,  Governor  of  the  Bank  of  "Japan  and  a  few 
others  to  be  specially  arpointed  as  occassion  may  arice. 
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In  order  t.  ex.edite  el  ill  further  ii:c  redvction  of  the 
National  iebl  it  v.ae  stipulated  from  the  Financial  Year  19C9-10 
to  traneler  to  the  Cinii.ir.£  Fund  al  ieaet  fifty  million  Yen  in 
every  financial  yeai  foi  the  purpose  of  repaying  the  nrircipal 
anc  to  ariply  the  surplve  in   the  interest  caused  by  such  repay- 
ment to  the  redemption  of  the  principal  in  the  follov/inp-  yesr. 

Thus  it  woulc  be  observed  that  the  Sini-inf  Fund  Ccheiiie 
adopted  by  the  Japanese  Government  was  founded  ur>on  the  prin- 
ciples of  iitt's  En£:lisL  Sinking-  Fund  which  had  proved  a  com- 
plete failure  two  centuries  ago. 

Of  course,  re   are  r:t  prepared  to  v^^ay  that  tie  establish- 
ment of  such  a  Siniiing  Fund  v/as  wronr.    Good  financing  requires 
that  a  floating  debt  be  either  paid  off  or  funded.  Indeed  it  is 
siways  the  duty  of  the  state  to  male  every  effort  in  its  rov.ei 
foi  the  discharge  of  the  principal  of  its  debts  as  veil  as  for 
the  regular  payment  of  the  interest , "For  all  repayment  tends  to 
raise  the  credit  of  the  state  sine'  to  improve  the  basis  for  pos- 
sible future  loans.  "It  oufht,  v.henever  it  is  rrerible  to  d:  so, 
to  devote  a  -art  of  its  income  to  the  one  purpose  as  welj  as  to 
the  other;  anc  it  ought  to  find  an  income  sufficient  to  answer 
to  the  purpose  by  eithei  curtailment  of  its  exnenc'iture  v^or.   the 
other  objects,  or  an  increase  of  t-xation,  if  the  one  or  the 
other  of  these  two  methods  is  at  all  practical.  If  therefore  the 
scheme  of  the  Sinking  Fund  proceeded  U'on  the  T-,rincipie  of  rrc- 
viding  for  the  repaym.ent  of  every  loan  that  was  raised,  by  setting 
u  art  annu.^ljy  for  that  end  a  certain  actUiil  surplus  revenue;  its 

1,  L,L.i}iiXter,-i;aLional  lebte,  Leconc  edition,^  .1£C. 
£.  C.F.Bastable.-lublic  Finance.  Ihird  edition, p. 705. 
Cf.  Eau,-Finanzvvissenschaft.  5  Edition  Vol.2,  p.4C7. 
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deei£!:  v.as  deservint  of  all  corcmenc-ation.  Btit  v.hen  the  Governr.^i.t 

is  viiiiible  "to  effect  any  of  tLeec  two  methods  and  then  lo  i.eep  up 

the  inviolable  Linkine  J'tind  by  increaeint  another  muc.y    larg-er 

debt  in  order  to  :~ay  Dff  the  old  debt,  the  systeiE  can  not  h« 

jiiEtified  because,  "The  only  real  alteration  in  the  state  cf  our 

finance  ie  the  difference  betv.een  the  debt  contracted  and  the 

debt  oaid  off:  and  while  the  forner  of  theee  exceeds  the  latter, 

1 
our  situation  is  growing  vorse  to  the  extent  of  thiit  rifference." 

Hov.evcr  sound  ir.  the:ry  a  Eini^.inf,  Fund  may.  be,  it  is,  after 
all,  the  mode  of  investment,  its  administration  which  is  a  vital 
point.  7.e  are  rrone  to  believe  that  the  liational  Lcbt  has  been 
disciarged  as  soon  as  v.e  hive  made  provision  for  the  interest 
and  the  Sinking  Fund;  but  we  forget  that  the  increasing  Sinking 
Fund  is  not  provided  by  the  amortization  office  but  must  be  raised 
annually  from  the  peoples'  income.  The  English  Sinking  Fund  failed 
becituse  of  its  fallacious  theory  and  peinicicus  management.  That, 
then,  has  been  the  efficacy  of  the  Japanese  Sinking  Fund  Adminis- 
tration. Ihe  Japanese  Sinking  Fund  }-as  sh-ired  the  same  fate  be- 
cause it  has  not  been  founded  upon,  "The  true  principle  i;r;on  wMc". 
alone  a  Sinking  Fund  Ciin  be  juoiciously  and  sounrl.v  established, 
nan.ely,  that  of  provicing  a  surplus  by  ordinary  taxes,  and  rot  -^ 
surplus  by  borrowing  money  for  the  purpose." 

It  hut  been  well  siid  that  the  Japanese  Government  has 
carried  on  three  mistai^en  ]>olicieE  since  the  Kusso-Japaneso  "'ar- 
namely,  ^  gi  eat  expansion  of  armaii:ents,  the  frotective  tariff  and 

1.  Hobert  iLamilton,-An  Inquiry  Concerning  the  2^ational  lebt. 
Second  edition  p. 191. 

2.  Edward  Capps,-Ihe  l^ational  Lebt.p.92, 
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1 
Sinking  iund.  Ihefc  ..^j  icier  have  hamjicred  tl:e  development  of 

the  national  wealth  v;hich  is  the  cniy  ?:t)rce  of  the  p-dj^ent  of 
the  public  debt, 

"The  nieane  of  piiyment,"  v.ritee  Gibbons,  "cun  not  be  pro- 
vided otherv.iee  thj.n  by  tiixation,  and  taxati  n  is  legislation  of 
the  moEt  positive  kind,  over  the  social  life  of  the  pe-^ple  af 
v.ell  ae  over  their  coiEirercial  eriiployment.  Conseiiv.ently,  aHl  -Ibrs 
of  li^iVidation  that  begin  by  fixing  arbitrarily  on  a  certain 
time  v.ithin  which  the  clec-t  nivst  be  dieciarged  are  empirical,  n^i. 
only  so,  he  goes  on,  they  are  dangerous  to  the  general  economy, 
because  they  exact  from  it  the  meant-  of  r^yment  without  reference 
to  its  capacity  for  the  production  of  their  means.'  Taxation  in 
Japan  has  almost  reached  its  limit  today,  "'hen  oeace  v;as  estab- 
lished in  1905  the  special  war  taxes  which  were  raised  during 
the  v.ar,  and  were  to  be  abolished  when  the  war  was  over,  have 
been  kept  up  against  the  will  of  the  nation  to  meet  the  increase 
expenditure  of  the  state.  Thus  taxes  have  been  more  than  doubled 
vithin  six  years,  rising  from  one  hundred  and  forty-six  million 
I'en  in  1903-4  to  three  hundred  and  tv.enty-nine  million  Yen  in 
1911-lE-  with  estimates  for  191£  to  1914  of  respectively  three 
hundred  and  twenty-three,  and  three  hundred  and  thirty-reven 
million  Yen.  Every  new  imposition  as  we  approach  the  limit  of 
taxation,  becomes  more  O' pressive  and  more  unproductive,  -he 


1.  letsutaro  L'.iura,-  -5"-c  Oriental  Economist,  Cept. 15th, 1913, 
£.  J. S. Gibbons, -The  ^ubiic  lebt  of  the  United  Stater.  -.CZ 
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excessive  tax   burden  of  the  peo'lc  in  Japan  at  y^resent  hae 
become  intolerible. 

How  absurd  and  fatal  it  is  under  such  circumrt ancee  to 
maintain  the  annual  redemption  of  the  iJational  Debt  to  the 
amount  of  fifty  million  Yen,  (10  per  cent  of  the  whole  ex;endi- 
ture  of  the  country)  out  of  the  g-eneral  revenue  v.Viich  is  nothing 
but  taxation]  Such  a  policy  realises,  in  fact,  ihe  fable  of  t"  e 
man  v.ho  killed  the  goose  that  laid  the  golden  eggs. 

"A  policy  of  debt  payment,"  declares  -^dama,  "should  not 
be  set  on  foot  until  all  injurious  taxes  shall  have  been  re- 
pealed, nor  proceed  so  rapidly  ae  to  demand  a  high  rate  of  t jur- 
ation. Ii  woulo  be  suicidal  for  a  government  to  push  a  policy 
of  debt  payment  with  such  vigor  as  to  curtail  in  any  marked 

degree  the  hope  of  personal  gain,  since  in  this  manner  it  v/ould 

1 
destroy  the  fund  :ut  of  v/hich  alone  payment  can  be  made." 

On  tho  other  hand,  the  Javanese  Govornment  has  failed, 
despite  its  determination  to  curtail  thr»  national  expenditures 
since  the  Eusso- Japanese  Vi/ar.  In  spite  of  the  seriDus  effort  for 
the  ac'juptment  of  the  national  finance  on  the  ■■-art  of  the  Govern- 
ment its  annual  expencitures  have  nevertheless  increased  owir.f 
to  the  constant  expansion  of  the  armaments.  Any  improvement  in 
the  National  revenue  haf^  been  at  once  seired  u ;^on  by  the  depa:  '  - 
ments  of  the  army  and  navy  as  an  excuse  for  pushing  new  scheme 
of  expansion.  It  is  an  obvious  fact  that  our  coxmtry  today  is 

1.  xI.C.Adams.-iublic  Uebl.  p.247-p.r4e. 
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overburdened  to  pay  for  an  army  md  n-ivy  ovt    of  all  nrop-rtiDn 

to  their  financial  resourcee.  Indeed,  Ihif  extravagance  i?  the 

abuse  complained  of  as  the  source  of  all  the  dangers  to  vhich 

we  are  at  present  exposed.  The  predominance  of  militarirm  in 

Japan  is  ridiciJlous.  "'Vith  all  the  talk  about  the  cot;ntry'e  rro- 

fress  in  civiliration, "  remarkf^  the  Zconomist,  "the  Japanese 

stijl  imagine  that  the  respect  v;ith  vJ.ich  they  are  at  ■^rei  ent 

regarded  is  mainly  due  to  their  success  in  two  wars;  and  for 

such  further  recognition  as  they  demand,  they  look  UT)or.  the 

1 
employment  of  the  same  means  as  indispensable."  '^here  is  no 

doubt  that  the  military  partly  in  Japan  today  is  reducing  the 

country  to  national  b-^nkruptcy  and  ruin. 

!Ihe  progress  and  discharge  of  the  debt  of  a  nation  are 

regulated  by  the  same  principle  as  that  of  an  individual.  "Ihe 

debt  of  the  country  must  be  paid  from  the  :^ro'^erty  and  earnings: 

3 
of  the  oeople."  The  excess  of  ordinary  revenue  over  expenditure 

is  the  only  real  finking  fund  for,"Kothing  pays  a  debt  except 

4 
clear  income."  iiotv/ithstanding  the  fact  tliis  is  irapoFsible  and 

yet  the  Government  was  bound  to  maintain  the  Sinking  Fund  oper- 
ation every  year,  the  Japanese  Government  while  on  the  one  ran" 
has  paid  armual  redemption,  on  the  otier  i;and  has  raised  much 
and  aarger  loans,  increasing  the  national  burden  from  year  to 


1,  iconom.ist.  lec.  £7, 1913.pl414. 

2.  Robert  Hamilton,-  ..n  In'^uiry  Concerning  the  l!ational  lebt. 
Sec  one  edition,p,44. 

".  G.LI.Brov.n,-  The  Sinking  Fund.  Second  edition, p. 11. 
4,  H, C.Adams,-  The  Science  of  Finance,  p. 553. 


year,  .liue  the  amount  of  the  National  Lebt  v.'hich  umovntcd  to 

one  thousand, eight  hundred  and  t- even ty- two  million  Yen  in  190C 

increaeed  to  tv;o  thousand,  six  hundred  and  fifty  million  Yen  i:< 

1911,  an  increase  of  eight  hundred  million  Yen  in  five  years, 

of  which, however,  four  }]undred  and  eixty-eeven  millions  v:ere 

spent  on  the  nationaliration  of  the  railways.  By  ilarch  191^, 

by 
hov;ever,  the  debt  ]:ad  been  ret^ucedy^ninty-seven  million  Yen  to 

tvio  thousand,  five  ;iundred  anc!  fifty  three  millions;  the  net 
result  of  sfix  yeais  working  of  the  tcheme  for  total  liquidation 
of  the  debt  in  thirty  years  beinf  the  actual  increase  f-r  one 
thousand  eight  iiundred  and  eeventy-tv  o,  to  two  th  usmd  five 
hundred  and  fifty- three  million  Yen( including  the  railWi^  debt) 
the  much  boafted  Sinking  Fund  of  Japan  has  thus  rroved  a  mere 
delufcion. 

"e  are  ai  a  critical  '-oint  in  our  history  today,  "e  are 
now  either  to  fo:.low  in  the  footsteps  of  the  errors  of  other 
nations  or  we  are  to  strike  out  a  new  path  that  will  lead  to 
the  complete  discharge  of  national  indebtec''ness.  Te  have  shovm 
that  our  present  admini!? '.ration  of  the  debt  p-yment  is  per- 
nicious; we  hive  also  shown  that  the  only  legitimate  foundation 
upon  which  a  Sinking  Fund  can  be  bised  i?  that  of  an  excecs  c' 
ordinary  revenue  ovei  ordinary  expenditure.  In  order  to  c^erate 
this  principle, "It  is  essential  that  those  rteps  be  more  es- 
pecially taken  which  tend  to  develof   and  increase  \}:e   general 
wealth  of  the  country.  It  is  from  the  increase  of  this  wealth 
that  the  Government  alone  can  look  foi  that  revenue  which  will 
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yield  the  neceesary  turplus  for  the  mainten  .nee  of  a  sinkinf 
Ivnd.  All  other  arr-in^jeniente  v.hich  have  st  tencency  to  hinder 
the  production  of  weilth,  and  to  prevent  the  constant  and 
steady  employment  of  laborious  industry,  must  steadily  md  upon 
principle  be  discountenances  and  discouraged,"  IIov  that  our 
£inis.ing-  Fund  has  instead  of  diminishing  the  debt  £reatly  incre..  - 
ed  it,  and  encoura£ed  expen.'iture,  it  is  clear  that  nc  delusive 
meaeure  of  this  kind  can  lighten  our  nation-il  burden.  Therefore 
it  must  be  aboliFhed.  "T<e  should  get  ric  of  one  of  the  most 
terrible  scourges  v.hich  was  ever  invented  to  afflict  a  nation." 
Indeed  no  sinking  fund  a  prorriition  should  be  m.ade  until  all 
injurious  taxes  are  removed  and  the  national  resources  improve:. 
Of  this  says  Bastable,"  '.'.here  inconvenient  and  oppressive  duties 
are  levied,  it  may  be  wiser,  even  v.ith  a  view  to  ultimate  repay- 
ment of  loans,  to  relieve  industry  and  trade  from  their  burden: 
and  trust  to  the  increased  productiveness  of  the  reformed  system 
for  compensation," 

Ihe   suspension  of  the  Sinking  Fund  operation,  I  believe, 
would  not  be  derogatory  to  the  National  Credit  of  Japan  if  the 
national  finance  becomes  sound  and  the  wealth  of  the  country 


1,  Edward  Capps,-The  L'ational  Debt.  p.  110. 

£,  The  Viorks  of  Lavid  lichards,  Edited  by  J,P;.IJcCulloah, 
new  edition  1881.  p,£46. 

2.  C.J.iiastable.-iublic  Finance,  p. 700 

See,  Baxter, -Uational  Lebts.  p. 120,  181. 

lietzel, -System  der  Staatsanleihen.p.ElV. 

Zheberg,-Finanzv.'i£sen8chaft.  p. 476. 

P.obert  Giffen,-Ihe  i^conomic  Journal  IX  pp.  263-264 

t  On  Jan. 24th  ,  a  bill  for  revising  the  Special  Account  law  of  the 
National  Lebt  Consolidation  Fund  was  introduced.  The  purpose  of 
the  bill  V.  jS  to  strike  out  the  second  clause  of  article  11  of 
the  law.  See  p. 75. 
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increased  thereby,  "l-'or  fublic  credit  is  not  de'iendent  of  TPiir.- 

tiiinin£-  inviolable  payments;  it  depends  rather  on  a  simplicity 

in  public  accounts  and  upon  energy  on  the  part  of  the  adminie- 

1 
tration  in  the  prosecution  of  v;hatev?r  prr 


Simple  as  the  thing-  may  t  eem  no  fin 


oee  it  undert'ii.es, " 
incial  task  has  so 


befooled  statesmen  and  led  to  costly  mistakes  as  the  linking  of 

2 
the  public  debt,  although  it  has  some  jdvocates  among  economists, 

the  theory  of  a  Sinking  Fund  as  security  for  the  payment  of  pub- 
lic debts  has  become  obsolete  today.  Yes,  the  day  of  -inking  Fund  i 

has  gone."  "he  best  way  to  sink  a  debt  is  to  p ly  it,  the  surest 

4 
sinking  func  is  p-ayment." 

"  The  suspension  of  a  sinking  fund,"  oba-erves  a  v;riter, 

"is  it  tim.es  deliberate  and  is  essential  in  sound  finance  if 

money  must  be  borrowed  to  maintain  it;  for  to  borrow  to  kee;^  vr-- 

the  sinking  fund  is  a  purely  fictitious  operation  v;hich  really     i 

adds  to  the  debts  it  in  no  wise  reduces."  Should  this  fatal  -olicy t 

1.  H.C.Adams, -public  Iebt.p.265. 

2.  2.A.Kos3,-£lnking  ^^und.iThe  publication  of  the  American 
Economic  association  Vol.  Vll.) 

5.  A  deep  interest.  I:as  been  aroused  by  the  publication  of  a  pro- 
found book  entitled,-  The  Tayment  of  locil  anc  other  loans;  by  : 
irof.E.H, Turner.   Wit:,  elaborate  mathematical  calculations  the  j 
author  vindicates  the  efficacy  of  the  Sinking  Fund  scheme  for 
the  liii:id  ttion  of  ti,  debt.  For  its  criticism  see, -A.D.Chandleii 
on  .-Amortization.  (The  American  Economic  P.eview.  Eec.1913  p.eec 

4,  C.LI. Brown,-  Siniiine  Fund.  Second  edition  p. 10. 

6.  ^Ifred  Chandler,-  Amortization.  (The  imerican  Econom.ic  P.eview 
tec.  191Z  p. 880.) 
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be  fvrtlier  carried  on  in  Japan  the  more  dieaeterot-e  mv^ei   be  He 

termination  becauv^e  it  is  impoeeible  to  avoid  a  precipice  v;hen 

one  follows  a  road  that  leads  no  v.'here  else.  It  is  bo-und  "to 

enervate  and  finally  destroy  the  povier  and  revenue  of  the  state, 

to  Eov;  the  seeds  of  civil  ciiecord,  and  to  embarass  alike  the  gov- 

1 
ernor  and  the  governed." 

The  true  policy  of  the  debt  payment  is  to  be  fornd  in 

;».merican  .^morti?.ation  v.hich  is  "  ihe  simplest ,  cleareet,  and  rr.or' 

effective  mode  of  reducing  public  debts  th  t  has  so  far  bcon 

£ 
employed."  This  system  was  adopted  by  .»lbert  Gallatin  and  con- 
sists in  the  establishment  oi'  a  permanent  appropriation  fci  th;. 
service  of  the  debt  v.hich  shall  be  in  excess  of  the  demands  of 
current  interest.  There  is  no  inviolable  operation  attached  arc 
it  leaves  the  administration  with  large  discretion  in  its  appli- 
cation. Inaer  t] e  guidance  of  his  clear  insight,  the  United 
rtates  "departed  from  the  pernicoue  methods  of  English  financing 
and  from  his  day  to  the  present  has  the  policy  of  debt  payrr.ent 
been  for  the  most  part,  clear,  simple,  and  adequate." 

Eotv/ithsttinding  all  the  errors  v/e  hcve  made,  anc^  the  reck- 
lessness of  v.hich  v;e  have  been  £vilty,  the  country  is  nov.-  in  a 
tetter  condition  to  deal  v.ith  debts  than  ever.  There  has  been  a 
substantial  surplus  from  increased  revenue  since  191£.  Taxes 
h'jve  been  slightly  reduced,  the  total  outlay  fcr  the  expansion 


1.  J,r.ooke,-An  Essay  on  the  National  lebt.  p. 44. 

2.  Z,  A. Eoss, -Sinking  Fund.  (The  Publication  of  ^^mericin  F-c  oT.ot.ic 
.'-Esociaticn.  Vol  Vll  nos,  4  5.  5,  p. IOC.) 

Z,    H. C. Adams, -xublic  Lebt.  pp. 266-269. 


of  the  i^riiiament e:  h^ve  oecr.  ci;t  cov.n.  -f  if  cjn  xiion  if-:  eve  ci.ir:,. 
to  tv  0  caue«B,  one  if  the  streniiOtje  effort  on  t.he  part  of  the 
pretent  Uinietry  in  behalf  of  the  adminiEti alive  leforms  v.l-ich 
hac  eifectec  a  reouction  in  exponc  ituree,  the  lar£e  part  of  vi)  ic 
is  of  a  permanent  natvire.  Ihe  other  ie  the  nhii.ra,l  increase  in 
revenue  brought  about  by  the  general  prosperity  of  the  country. 

Gliincing  at  the  nev.  budget  ii'itrcc^uced  by  the  finance  T'lni.  - 
ter  in  the  Imperial  liet  in  Jinuaiy  1914,  one  re;;oice&  in  the 
hopeful  future  of  the  financial  position  of  Jap-in.  In  fram.inp  t", 

BuQ£et  the  Finance  liinister  had  a  net  balance  amountin£-  to  seventy-^ 

V 

five  million  Yen  available  lor  Ihe  year.  This  balance  consi.'ts     , 
partly  of  the  surplus  arising  from  the  norral  increase  of  revenue  | 
in  the  actual  operation  of  the  Budg-et  for  the  year  1912-12  out  of 
w>.ich  thirty-six  million  Yen  is  available  for  the  present  Budget 
and  partly  of  the  savings,  amounting  to  thirty-nine  million  Yen 
Eecurec  through  the  administrative  reforn.  effected  dvrinf  the      i 
year  19ir-14.   -'.s  to  the  estimate  of  expenditure  for  the  year,  the  t 
Government  has  decided  to  maintain  the  principles  on  v/hich  the 
administrative  reform  v,ae  based,  thus  applying  the  same  standarc 
of  retrenchment  in  the  normal  expenditure  for  various  vori^s  by 
thirty  per  cent,  and  ala ^■v\in§  no  fresh  outlays  except  of  an  ur- 
gent character.  In  short  the  main  feature  in  this  Budret  arrange- 
ment is  that  the  increase  in  the  expenr  iture  of  non-recurrir.f 
character  is  met  partly  by  the  surplus  fron.  the  previous  years, 
and  parti;,  by  the  natural  increase  in  the  revenue,  and  tie  re- 
duction in  the  taxation  is  met  by  the  savings  seevrec  by  the  ad- 
ministrative reform. 
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iei  tie  financial  advisers  of  our  c:vntry  reflect  that 
the  present  are  timer  of  difficulty  and  peril,  let  their  be  con- 
vinced that  it  is  of  the  greatest  importance  that  no  ftirtl.er  de- 
Isy  BhoiJld  attend  the  makin£  of  t>e  effic.*iCio\:8  provision  f:r  the 
Eovind  acministration  of  lie  -i.mortija.tion;  not  only  beciuse  it  v-ill 
give  a  better  impression  of  the  good  faith  of  t}ie  country,  and  v.ill 
brinf  ej.rj.ier  relief  to  the  creditors,  both  of  v.hich  are  of  great 
moment  to  public  credit;  but  because  of  the  advantage  to  the  com- 
munity from  rising  stock,  ^s  speedily  as  possible  to  its  natural 
value,  Vvill  be  incom  arably  greater  than  any  that  can  rerult  from 
its  continuance  below  that  standard,  and  finally  let  them  knov. 
that  the  false  steps  already  taken  ir.  respect  to  the  administra- 
tion of  the  National  lebt  may  lead  to  another  error,  the  depth  c- 
which  can  not  be  fathomed  and  7;hich  may  eventually  pus];  the 
nation  lo  suffer  the  fate  of  iurkey  and  China. 
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Chapter  IV. 

.  TJIS  EFFECT  OF  TH2  li.»TIOE.a  E£ET. 

The  nature  of  the  Mational  Eobt  and  the  effects  rc£a:lt- 

in£  froia  It  have  £-iven  rise  to  various  argumente  amonp  econoTr.ists, 

The  claccical  v,ritert-  vpon  the  public  debts  Teld  excessively 

optimistic  or  pesemistic  viev.r  reg.irdinf  the  corseyuencce  of  the 

national  borrowing.  To  one  it  signifiec  an  increase  of  national 

v.ealth;  to  another  it  signifieci  an  obstruction  of  capital.  Thus 

Berkley  sugfests  that  the  national  debts  of  England  rcre  to  be 

considc-red  "a  mine  of  gold"  and  linto  rerrurked  "^r  artificial 

2 
capitiil,"  *^  less  extreme  assertion  vas  that  the  debtB  of  the 

state  are  (iuitc  insignificant  as  they  are  money  merely  Cve   by  the 
right  hand  to  the  left. 

.Alexander  ilamilton,  in  his  famoiif  "I.eport  on  xublic  Crec : 
in  179C  developed  a  rather  fsvorable  view  concerning  the  national 
indebtedness.  "It  is  a  v.ell  known  fact,"  says  he,  "that  in 
countries  in  v;hich  the  national  debt  is  properly  funded,  and 
an  object  of  established  confii?ence,  it  ansv/crs  moft  of  the 
purposes  of  money.  Transfer  of  stock  or  r'ublic  debt,  is  equiv- 
alent to  payment  in  specie;  or  in  other  v.'ords  stock,  in  princi- 

4 
pal  transaction  of  business,  passes  current  as  specie." 

1.  George  Berkley, --^uerist,  rnc!  edition  ,  no.  C17Z, 

2,  Isac  de  .into.-^raite  de  la  Circulation  ct  c'u  Credit, 
xranslatioi:  by  r.Eagrs,  p. 17. 

2,  Jean  Francois  llelon  is  the  author  of  thi^  theory. 
£ee-Cohn,  --"inanEwissenschaft  p.  719, 

4.  Alexander  hamilton,  -  Teoort  on  iublic  Credit, Jin.  9,1?9C 
p. 4. 


xhe  oppoeite  theory  v.hich  coi^tic'ers  the  nution-l  'Dorrov/- 

in£  J.   curee  v;us  maintiiined  by  Lavid  iiume.  ^fter  stating  conic 

peiiiicioiie  conEec^ucncee  of  public  debt  he  crilicieee  tie  uee  ol 

national  borrowing  in  **  decideclly  hostile  manner,  "It  v.oulc 

scarcely  be  more  imprudent,"  writes  he,  "to  give  u  . rodical 

son  a  credit  in  every  baniiere  shop  in  lonr^on,  than  to  empoY;er 

1 
a  statesman  to  draw  bills  in  thic  manner  upon  posterity." 

Furtiieruioie,  he  ■;ir£uee  tha.t  the  taxes?  v.tich  are  levied  to  pay 

intercrt  on  the  debt  must  either  raise  the  price  of  labor  or 

depress  the  v.oriiin£  class;  and  that  tr  e  rational  debt  gives 

a  £reat  impetus  to  icle  and  unproductive  livin£,  since  the 

£1  eater  part  of  it  is  always  in  the  hand?  of  the  people. 

Viev;s  analogue  to  thoee  of  iavid  Hume  v  ere  expressed 

by  the  author  of  '^.ealth  of  i;ations,  -*daD  :'mitb,  unlike  his 

Z 
piedeccssor,  describes  the  f-ital  effects  of  the  public  in- 
cumbrances. He  contends  that  v.'hen  the  extraordinary  outlays 
are  m^de  by  loans  the  funds  will  come  from  the  capital  of  t"  ' 
country,  Ly  this  process  the  supply  of  capital  v.-iil  be  re- 
duced ^nc  future  j^roduction  of  v.ealth  injured;  for  the  capital 
thus  expended  is  lost  beyond  recovery  as  it  is  destroyed  in 
unproductive  coneianption  .  hich  tr.e  state  imdert.-kcE  through 
its  agency.  Thus  he  mourns  over  the  rapid  increase  of  English 
debt,  he  computes  1  ov^  much  richer  English  people  should  have 

1,  :  avid  Hume.-Hssay  on  i'ublic  Credit, 

£,  Ihis  point  v.as  eiLphasieed  by  Chalmers,  Leo-   Thomas  Chalmersy 
political  economy, p. 95  et  se^i.  also  appendix  p. 251.  J.S.LIill 
accepts  Chalmers'  theory  ir.  a  modified  form,  £ec  J.S.Lill- 
iiinciples  of  xoliticai  Economy,  dook  V,  chaptei  7. 
3  mA&il.   Smith's  predecessor,  James  Zteuart,  tai.es  un  .:  ntimietic 
.\..<-..  on  the  national  debt.  He  regards  the  development  of  pub- 
lic credit  as  an  clement  of  national  strength  vhich  must  be  m^u 
use  of  by  eveiy  state  that  is  to  asscit  itself  in  the  struggle 
for  national  power. 

See  James.  Steuart,-Iny.uiry  ir.to  the  principles  of  iolitical 
Economy.  Vol,£,  book  'i,  part  4, pp. 346-401. 


9C. 
been  Lad  the  dill'erent  eiuae  borrowed  by  the  Governuient  been  all 
ratainod  ae  capital  and   warns  Ihul  ih«  practice  of  fxindlnf  has 
gradually  enfeebled  every  state  v.hlch  hae  adopted  It  that  the 
pi0j_re88  of  the  enormous  debtp  it  rreeent  oppreeeee  and  will 
xn  the  long  rim  probably  rui..   -      t^eat  nations  of  Europe. 
Even  the  far-eeelng  philosopher  luunte&SiUieu  denieB  the  ex- 
pediency of  the  public  borrovin^-  and  fails  to  see  the  necesc^iy 
oi   circuniEt ances  vhicl  forcct  i."  r  .-late  to  borrow. 

'^he   remarkable  incie:.  ■       j  th  and  extensive  "use  r 
public  credit  durir.g  the  ercceedinc^  century,  however,  produced 
a  very  different  opinion  on  the  subject  a.ir.ong.  economic  v.ritere. 
IhuE.Sir  John  Sinclair  asL~£crts  optimietically  that  the  public 
ciedit  i£  financially  considered  a  neceesity  and  economically 

considered  an  irCicution  of  wealth  ind  confidence,  likev/ise 

4 
a  group  cf  Germain  students ,  so  called  "Carceralists",  i  eject 

the  arguments  that  <.he  national  debts  impoverish  the  future 

and  declares  the  national  debts  to  be  an  unavoidable  means  of 

meeting  greut  expenditure  in  tiir.e  of  war  or  under  extr'^ordinary 

circumstancee.  Yet  they  recognize  the  fatal  effects  of  excessive 

public  boirowing, 

1,  wic  ^.K  ;-Eith,-V.ealth  of  -.ations;,  jjooL.  V  chapter  111, 

£.  Montee^iuieu,-  I^  Inspirit  de,e  lois.  Book  XXll  chapte:  r7II 
Voilj,  lee  inconvenients;  Js  neu  conrois  roirt  dee  avantages. 

Z,   John  Sinclair,-  Ihe  .^i&.tory  of  the  -ublic  P.evenue  of  the 
isritisr  Empire.  Vol  1  part  11  ch^trter  11. 

4,  To  tliie  group  belonr  Justi,  Jacob,  llalchue,  xvaw  vnd  L'ebeniu:  . 
Lee  Cohn.  £ooL  IV  ch^^ifUr  11  pection  rce-514. 


:i. 


*.arl  lietrei,  ir.  hie  Syet^ni  der  ■'■■•>-'■  ^    -:.'-'-'Jen,  eets 
f-r'-  the  nature  of  the  pnblic  borrc\  -.  "fecte  vpor. 

^jnal  iiir,  According  to  Lietiel  tr.e  fioctrir.e  of  ^d  . 
^nix.  ,      .:.xes  and  capital  come  out  of  different  riirte 
v.eai^l.  01  tiociety  and  coneeqiiontly  exercis*  different,  even 
opposite,  effecte  upon  the  welfare  and  development  of  the 
society-  because  the  forrrer  do  not  impair  capital  vhilc  the 
latter  do  -  is  v.holly  faulty.  It  ii?  bated  upon  an  arbitral y 
Bep-ratior.  of  thingr  naturally  bimil-ir  and  inseparable,  3;th 
taxee  and  loanf,  ir.  the  trair.  of  lictzel'?  t;-.ov£-ht,  flow  in 
tjie  tarne  manner  from  the  disporable  capital  of  society,  ond 
only  the  purpose  fci  v.hich  they  are  erriployec!  fives  riEe  to 
the  fundamental  cietinction  betv.-een  them.  Lloreovcr  he  con- 
templates the  loan  system  as  a  normal  part  of  the  v.orl-inf  of 
a  progressive  et-.te  and  rer-irds  it  just  and  beneficial  ir  its 
consequences. 

It  is  Cii:ite  obvi'  us  that  neither  of  these  two  excessive 

and  antagonistic  views  sre  a  sounc  explanation  of  the  real 

effects  of  the  national  debt.  .*  little  reflectior.  reveals  tVe 

fallacy  v.hich  regards  the  national  debt  as  national  v.ealth  or 

2 
a  "national  blessing."  '.Viiat  should  v.e  t:  inl;  of  an   individual 

in  common  j.iie  callin£  iiis  debts  his  v.'ealth?  lerhaps  one  will 

acmit  that  the  v.ealth  can  hardly  be  weaxth  belonging-  to  the  state, 

v/hich  seems  to  be  the  piirty  that  owes  the  money;  for  no  one  hac 

fancy  enough  to  continue  long  to  believe  that  either  individual 

or  state  can  be  richer  for  bein^-  very  muoi;  in  debt. 

!•  i.arl  -.ietzel, -l^t;  2yttem  Cer    Ctautsunleihen.  p. 159  et  ic^.^, 

£.  ^umvel  'ili.eson,-  ilov;  Zwr   national  Lcbt  may  be  -  L'ational 
Blessing, 


:n  Lhe  othor  hanci ,  t}.o  peamistic  coctrine  of  -*dara  Sniili. 
and  hie  sc].ool  v/ae  faulty.  leepite  Me  r'rO;M;eey,  the  I'xov.ir.i 
prosperity  of  iiigland  d\;rii:£.  ih:  evcceeding  £:encration  was  ac- 
companied by  u  etupendovs  increase  of  t..c  nation  .        he 
real  error  of  -idani  Smith  and  iliune  lay  in  general  it  ii^t  irom  a 
too  limited  experience  and  in  asstir.in£  thut  no  nev;  forces  \:-:\.'ia 
come  into  operation. 

It  is  -L  v/ell  established  truth  that  the  ca  ital  necessary 
for  the  accomplishEent  of  eorae  great  work  for  p-ublic  improve- 
ment may  be  Lore  ccomonically  obtained  through  loans  than  by 
means  of  a  single  tax.  Indeed  almost  all  economic  improveirentB 
in  the  early  stag-e  of  Ueiji  administration  could  not  be  achieved 
without  ty.p  use  of  public  crecit. 

After  the  Hestoration  of  1S6G,  ar  v;e  have  already  seen, 
the  Japanese  nation  industriously  adopted  to  their  needs  f-ose 
methods  and  institutions  of  the  T.'cst  which  have  seemed  of 
practical  utility.  -*  great  social  anc"  economic  reconstruction 
folloT.ed;  yet  the  revenue  -^f  the  Covcrnrfent  at  that  time  v.as 
not  only  small  in  itself  but  also,  inconsequence  of  the  calamities, 
it  v.'ds  perpetually  diminishing.  The  expediency  of  the  ublic 
borrowing,  therefore,  vras  v/lse  and  the  effect  upon  the  country 
was  remarkably  beneficial.  Thus  with  the  proceeds  of  the  loan 
raised  in  1669  the  first  railroad  in  Japan  vae  constructed,  and 
the  several  public  woiks  were  started  vith  the  loan  of  1C7P. 


1.  K.G.  i(^an!P,-.."ublic  t. 

£.   'i7,U,Laniels,-  The  x^leuiunts   o^  ^ublic  Finance.   p.£:95. 


Government  v/as  enabl        ^  ^r  npon  the  career  of  th«  Criontal 
Empire  v.'ich  reeulted  dtirinf-  the  next  century  in  euch  i.  stride 
In  a  forward  and  upward  direction  ae  was  never  before  made  by 
dny  nation  in  the  same  space  of  time. 

Furthermore,  the  ex:^edient  of  national  borrowing  was 
made  more  than  ^ncc  by  the  Japanese  Government  in  case  of 
financial  stringency  it  home.  Under  sucli  circumetancee  money 
v;ae  borrowed  abroad.  T.ith  the  reckless  expenditure  of  the 
Government  on  increriSed  armament  and  eiiually  reci-less  commercial 
speculation  after  the  v;ar  vith  China,  the  country  w^^s  depleted 
of  specie  and  the  econoric  crisis  produced  calamitous  resrlts, 
and  come  sorts  of  relief  on  the  part  of  the  Government  became 
unavoidable,  ♦oi  effective  resort  was  made  to  a  foreign  loan 
June  1899,  and  the  iinancial  circle  rar  again  "brought  back  to 
itE  normal  condition  with  tht  abxmdant  supply  of  foreign  capital. 

Comparing  the  advantages  and  disadvantages  of  the  loan 
system  Sinclair,  in  his  History  of  ^ublic  Revenue,  notes  that  \ 
is  hardly  possible  for  any  person  v.ho  attentivel;."  considers  tic 

Euhject  to  deny  the  beneficial  consequences  resulting  from 

1 
public  debt  in  the  prosecution  of  a  war.  Even  -*dar.  Smith  v;ho 

condemned  the  use  of  piiblie  borrowing  admits  that  when  money 

is  borrov/ed  to  defray  the  expenses  of  a  war,  the  private  revenue 

of  incividuals  is  neccesuiily  less  burdened  than  if  the  suppli- 

Z 
wert.  raised  v.ithin  the  year.  Ihis  is  es'^ecially  the  case  when 

the  moncj'  is  obtained  .broad.   «hen  a  Government  enters  into 


1.  John  Sinclair, --he  history  of  the  ^ublic  r.evenue  of  the 
British  Empire,  Vol.  1  part  11  chapter  11  p. 354, 

£,  ^dam  Smith, -T.e.iith  of  Nations.  Book  V  ch  otor  111. 


a  C'rsjit  v.ai  i'are  it  eeciDS  very  import...  urb  -l.o 

present  status  of  comGirtic  incuctry,  "Any  arbitrjiry  change  in 

established  businets  hdbitc  or  methode  ie  -always  attended  with 

injurious  oon8«<iuoncQ6  anc  it  should  be  the  purooee  of  the 

financier,  v;ho  controls  that  part  of  the  poverninent  machinery 

tnost  intimately  connected  with  business  life,  to  effect  all 

necessary  changes:  v:ith  the  least  possible  industrial,  cistur- 

1 
b-ince."  In  the  present  state  of  public  affairs,  and  on  the 

present  scale  of  internationaj  conflict  no  country  could  61:^,^0; 
the  enormous  expenditure  from  its  ordinary  annual  revenue.  If  . 
expenditure  must  be  doubled  to  s^ve  the  nation  from  ruin  there- 
fore borrov.ing-  ie  usually  the  only  source.  Indeed  "if  a  ■- ovorn- 
ment  deeiree  to  maintiir  the  in(5^^strie^  of  U^e  cuntr;'  in  statu 
quo,  v.hile  at  .he  same  time  steps  are  tal^en  which  tend  to  c'is- 

turb  existing-  industrial  relations,  it  must  see  to  it  that  the 

2 
proceeds  of  its  loans  are  brought  from  abroad. "  The  financial 

operation  of  Gladstone  in  1854-5  establip'^'ed  the  f?ct  that  it 

v;as  futile  to  attempt  to  impose  the  entire  burden  of  -i.  v.-ar 

in  the  form  of  a  levy  taxation  from  people.   Just  so  it  v;as 

vith  ue.  During  the  v.ar  vith  Eussia  the  Japanese  Government, 

thanks  to  the  ing-enioue  m-nareipent  of  the  loan  ollcy  in  time 

of  Etrese  and  strug-tle,  shillfully  borrov.-;  "         of  war  hot". 

at  home  and  abroad  and  carried  the  na  i -^n  too  the  victory. 

Indeed  the  groring  credit  of  Japan  during  the  war  wae  ore  of 

the  principal  advantages  w'r.^ich  Japan  had  over  riussla.  The 

faculty  of  b:rrowin£'  v.  ^t-  a  morr   ?•.  .-.-fv:  :..  :n.  iv-,yi  r-^'en   run 

powder,  it  v. as  a  "mine  .f  £01 

1.  h,C, Adams, -iUblic  Lebt,  p.5C. 
Z,    Ibii  p. 60, 


3ti>.  wiiGu  the  War  was  ended,  j,  serioue  consey.uoncc  of  '. 

enormou?  borrov/inc  v/as  palp  ibly  felt  upon  the  material  resource 

of  the  country.  The  tremendous  amount  of  war  expend itiire, 

occasioned  by  the  afioplion  of  borrowing,  v  .;  money  diverted 

from  productive  investments  and  spent  on  unproc'uctivc  objects. 

Ihis  improductive  indebtedness  ,  by  its  ibeorption  of  u^-eful 

capital,  prevented  and  hindered  th«  growth  of  industries  and 

crippled  the  development  of  the  natirnal  resorrces;  while  at 

the  same  time,  to  reet  the  necessity  of  ;viyir,f  ir.terest  and 

•-rinci  al,  it  imposec  additional  taxation,  thus  lesseninc  the 

1 
marc'in  of  tax-bearing  ]^ov.'er  of  the  nation. 

Yet  it  is  n:t  from  v;ar  alone  that  :he  unproductive  debts 

increase.  It  is  from  mism.anarement  ir  time  of  peace,  it  is 

from  dishonesty  in  our  public  servants,  it  is  from  fraudalent 

contracts  and  unnecessary  works;  from  corruptions  of  political 

patronace,  and  last,  if  not  greatest,  the  ignorance  of  sound 

financial  principles.  Indeed,  the  enormous  grov;th  of  nublic 

2 
expenditure  and  the  constant  increase  of  the  national  indebted - 

nese  since  1906  caused  an  abnormal  inflatioi:  o.'"  currency, 

4 
r-ieing  the  prices  of  duily  necessaries  of  life  and  have  en- 
tailed great  hard  ships  upon  the  people.  For  the  annual  charge 
.nd  redemption  of  the  debt  the  taxation  has  become  a  dead  v.eif'ht 
U' on  the  country.  On  the  other  hand  the  increase  of  the  import 

1.  Cf  thi£-  Says  Vocke,-"Ihe  kernel  of  evil  -:  f  the  :!ati?r.a]  lebt 
ie  vhen  the  func  is  oir.-.loyec'  for  unprodr^^*^  ■l'"^  .,-^^.^^„-v 
Vocke,-FlnanBv.i6sei"?chaft.p,39C 

£  See  .ippencix  I, 

Z   See  appendix  2« 

Cf,  ::he  Inflation  of  our  Crrrency  for        •.  3en  year  . 
Oriental  Economist.  Jaa. 1£,1914. 

T,  See  .i.::.endix  2, 


9G, 


1 
surplue  over  the  ©xport  which  hae  been  etcady  for  come  ye  .rr , 

ie  Buffloient  to  give  p-tnic  to  a  c:untry  v.rich  Vas  euch  heavy 
debts  to  meet  in  foreign  countries. 

It  is  a  well  iwU0v.n  truth  that  in  a  coiintry  like  Japan 
.-.nicxi  ov.es  foreirn  debts  of  ench  a  mafnittide,  the  specie  pay- 
ment for  foreign  indebtedneee  necessitates  the  contriictior.  of 
currency  jit  home  anfi  thus  raiecs        ^r.al  utility  of  money 
and  cau8c£  a  fail  in  the  .rice  level.  The  fall  of  prices  stimu- 
late the  export  trade  thus  clearing  the  balance  liability  v.ith 
the  surplus  of  export  over  import,  ^ut  the  actual  facts  in 
Japan  have  been  the  reverse,  "ihat  is  the  undorlyin^  truth  of 

this  contradictory  tendency?  The  answer  is  simple.  It  is  ere 

2 
to  the  maintenance  of  a  large  sriecie  reserve  in  I  ondon  and  the 

continual  replenishment  of  the  same  with  the  i?sue  of  foreign 
loans. 

The  origin  of  the  Specie  I-eservc  in  London  is  not  cer- 
tain nor  ha£  ever  been  f-itisfactorily  cxplainec!  by  the  Japan- 

3 
esc  Covernment^  even  ite  existence  v;ae  not  knov.n  for  many 

years  after  it  was  Instituted,  i;ut  in  fact  since  Japan  began 
v-j  borrow  money  in  Europe,  especially  cuiing  the  I.usso- Japan- 
ese uar,  it  has  been  founc!  necessary  to  hcxd  i   larre  amount  of 
receive  in  London  as  a  security  to  creditors.   *i.mong  the  specie 


1,  See  -Ippendix  4, 

E,  Cf,  xroi.i-.iioiie  en  --^icijn  .-n:  -pccxc.  .un  -rico  .  o\ 
Feb.  1914, 

Z,   Cf, -  Vihat  l8  the  Specie  reserve  -abroad?     1,        -      .al 
Economist,    Sept,    25,1912. 


..G  't  abroad,  there  arc  two  kinds;  one    nci  r.^^ir^  wj  l;  c  ..v- 
©rniBGnt  anfi  the  other  to  the  Bink  of  Japan.  The  former  Is  to 
give  facilities  to  tie  linancial  ruyinent  anc!  the  latter  to  t' e 
payment  ahout  trac'e  mittere.  Ihe  amount  of  the  lescrve  we 
stated  in  the  monthly  account  until  the  Kuceo- Japanese  'Var; 
but  since  then  this  has  been  discontinued,  for  roasone  never 
satisfjictorily  explained.   It  hat-  been  kept  secret,  it  was 
said,  as  a  financial  expediency  but  Baron  TaLahashi,  llinislcr 
of  Finance,  stated  that  iit  the  end  of  1"^12  the  reserve  amounted 
to  three   hundred  and  seventy-one  million  Yen  and  during-  the 
year  it  hid  increased  by  twenty  million  Yen  ,  althoufh  this 
addition  viae   not  accounted  for. 

..othing;  is  more  precarious  in  the  administration  of  the 
public  affairs  than  the  existence  of  i  secret  institution,  -ill 
difficulties  arising-  from  the  firirciai  management  ought  to 

be  laid  before  the  public  v.ithout  exafg-eration,  and  '•■ithout 
palliation.  Then  the  Government  keeps  the  reople  in  the  dark 
about  the  real  situation  of  the  Specie  F.eserve  abroad,  it  is  not 
only  possible  but  very  ed?j   to  make  a  bac  use  of  it.   That  is 
whai  the  Japanese  Coveinincnt  is  now  doing  and  no  v;here  else  ir 
the  v.orld  so  systematically  as  in  Japan, 

ilaking  use  of  tliis  abnoxious  institution,  the  Jap-ane^e 
Government  not  only  p^ys  the  interest  and  principal  of  the 
national  £ebt  but  -dlso  defriye  all  the  balance  of  foreign  .ia- 
bilitiee  and  ite  oonetint  decrease  is  replenished  vith  the 
proceeds  of  foreign  loans.  Conaeiiuently  no  payment  is  maf-e  from 


90, 


the  Sjjscie  reserve  ^t  home.   ?i;rt)  erir.ore,  when  there  ie  a 
neceeeity  of  -uEing  the  Specie  reserve  l^ept  ^ibroad  for  the 
expences  at  home,  this  takes  the  fora  of  iToaevry   notee  and 
the  consentient  inci -.        onveitihle  notes  in  Japan,  The 
currency  of  the  co-unlry  therefore  has  kept  on  ircreasing,  the 
prices  jf  commodities  have  risen  infl  the  Import  E-urpltie  ov  r 
ex;>orl.  ha?  been  conftint.  Vhiis  because  of  the  existence  of  this 
foreigxi  held  specie  the  principle  of  elai;ticity  of  currency, 
under  a  system  of  convertible  notes,  coes  not  opeiate  nor  the 
doctrine  ol   automatic  adjustment  of  international  trade  prevail. 

If  the  (i-ueetion  v/ere  put  to  a  dozen  financiers  in  Japi^n, 
"Ihat  do  you  coneidarr  to  he  the  greatest  danger  to  J-^p-anese 
fifiiince  at  the  present  day"?  at  least  a  dozfci.  different  ansv.crL 
v.c-uld  be  returned.  Yet  most  :f  then.  L.ight  agree  vith  me  that 
inelastic  currency  is  the  future  peril.  This  inelastic  currency 
is,  ac  v.Q  have  shov.-n,  the  resultant  evil  of  the  existence  of 
the  Specie  J.eserve  kept  abroad.  Should  this  foreign  helc'  Specie 
I.efeerve  be  abandoned  ,  st  ^reat  exocrs  of  specie  v.o\;lc  cause  ;he 
contraction  of  currency  it  home  and  thus  give  rise  to  the  de- 
preciation of  the  prices  of  commodities;  while  on  ihe  other 
hanc  the  export  trade  \.culd  be  encourarcc"     \'.-t.   specie  needed 

at  home  restored. 

3 
ihere  :are  some  economists, hov;ever,  v.-ho  contenc  for  tiie 

necessity  oi  the  miintenince  of  a  specie  reserve  abroad,  Ihey 

assert  tliat  cuch  an  ar£U;.ci,t  -..hich  v.e  have  stated  .'  ove  p^3h^r 

1,  Cf,  x^.Horie,-  Cn  Specie  T.escrve  -broar:,  "^  -i'yc  {^.-an      rj.de 

Journixl)  Jeb.  1914. 
£•  'iVhat  sh^ll  ve   do  "ith  the  inflation  of  our  conveitible  notes? 

The  Criental  Zccnocist.  Jun.  15*1012. 
Z»   See,-U,L.obayashi,-!Ihe  -.mount  of  Specie  to  be  kept  .abroad. 

Ihe   J.ip_n  Financial   anc   Zconorcic  llorthly.   Feb,191£, 
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holde  tru«  in  orflinuiy  mattere  b-ut  not  in  a  ccDntry  Ilkt  J  xv  i- 
vhich  ha_fc  jtzet  •merfed  out  of  the  £Teat  war.  In  fact  Japan 
owes  J.  puyiDent  of  interest  amountinf  to  abott  nine  hundred 
uillxon  Yen.  £ven  v.hen  the  excess  of  import  ie  balanced  by 
vaiioue  creclite,  J::pan  is  ttill  imder  obligation  to  p^:.y  the 
euni  of  :ib:)ut  one  l.undred  million  Ten  every  year,  -'hen  Ihr: 
Specie  i^ept  -abroad  is  oecreaBeo,  lacilitiee  are  given  to  J.e 
export  inc  ae  the  losult  of  the  oiitflov;  of  r::^ecie  the  price  of 
commodities  is  depreeicited,  the  effect  ■..ill  be  the  piosperity 
cauted  by  ihe  excess  of  experts.  But  euch  export,  they  contonf, 
cannot  amount  to  one  hundred  million  Yen  in  the  near  future. 
Therefore  if  the  Specie  kept  abroad  be  cut  dov.n  and  the  excess 
of  exports  become  internaLional  burdens  for  several  years,  there 
v.ill  be  .1  ;'anic  in  -he  money  market  .  }.ich  coupled  v/ith  the  falling 
of  the  price  of  commodities  v. ill  £ive  a  heavy  blov.-  u^-on  i:  c 
increase  of  exports.  Conteouently  the  Specie  Leserve  abroac"  must 
be  maintained, 

This  argTimcnt  is  not  vithout  an  element  of  truth.  Indeed, 
if  the  Specie  I-leserve  abroad  is  left  to  decrease  vil>o\Tt  re- 
plenishment by  forci£-n  loans  the  exocius  of  the  specie  v.-ill  be 
enorc:ue  and  eventually  may  shake  the  foundation  of  our  con- 
vertible currency;  thus  ::ltmg-in£  our  financial  and  economic 
corciticns  irto^chaotic  situation  .  Yet   the  prodigious  amount 
ccbt  has  ulreacTy  produced  svch  an  undesirable 
nation  it  must  not  "be  fui  .li.- 

:  the  maintenance  of  tLs  ipccic  I.c:cive 
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■-^  -^     .       .  :  vc 

u.  -  .  ,    ■    ~   maintenance  of  conveitible  ci-.rrc.  .1. 

X 

This  ie  the  financial  flllei  .  :-flay. 

Ur.  Seiichi  Konda,  an  ab^e  wiiter  on  finance,  in  his 

"Finince  and  2co£ior:;y  of  Eov  Japan",  deale  v.lth  tLc  present 
Etatufc  of  the  country'e  fin  .ncc.  After  diacnefc-ir.^  '.' '-   >  eeent 
i-ituatioi:  he  ei.££eEte  •.        rary  Enepenei.  ay- 

aent.  ShO"uld  the  payment  of  ovr  convertible  notes  he  terrpora^ 
ily  Ftiepended.hc  notee,  it  v.ill  protect  the  specie  on  one  r.ar 
ano  give  the  gieut  C'eterciination  to  tl:  people  on  the  ether, 
'xhe  fir.ancial  disaster  in  this  wise  v/cuid  be  mitigated.  Cuci 
too  daring  a  enterprise  to  atter.pt.  ".e  know  v.ell  the  endlees 
ettbarrasements  attencani  on  the  sx;epenelon  of  sx^ecie  payment . 
.-.ictory  ie  full  of  exj^mples.  Eo  responsible  flnanciere  there- 
fore v.ould  dare  to  adopt  such  a  meaeure. 

-according  to  ovr  belief,  the  irainter.nnce  of  the  forel^. 
held  foecie  muei  be  abolifi  eel  a?  it  has  produced  such  a  per- 
nicioue  effect  upon  the  country'e  finance.  The  abandonment  of 
.  ecie  Eeserve,  hov.ever,  v.ill  not  threaten  the  foundation 
:i  our  convertible  crrrency  ae  torrc   writer t-  fe-xr,  for  t''ov.£h 
Ihe  specie  at  home  vere  decreased  through  foreign  payment, 
the  convertible  notes  needed  for  ordinary  transactions  of  the 
people  require,  in  fact,  no  conversion.  Suppose  to  use  Dr. 
f-oeda's  illustration,  oir  entire  population  11- 

I   -ur  Financial  lilcirma.  "he  Oriental  Econor.iet.  Lov.  ir.lC^ 


Jf.  ..■^cl.iJ^.-.he  ir.ilaiio-  __  C-Lrrc.-.c^-  ...; 
.abroad.  Iho  ^^riental  Zconomist.  liay  !:r, iri."^. 
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L;npp08«  .  a  the 

,    •  .  ncecE  tro  hvmdrec  Cir^f'  fifty 

i..j.j.j.^^..    .  i..     ^^    .1.^^     ;.  L  ij  V,  ie  needefi  for  the  daily 

natior...l  economy,  there  ic  r.3  neceeeity  of  convereion  for  1/ 

currency  ie  notr.in£-  •       "ium  of  exchanfe,  Ihvs  v;ith  fit 

aesertion  we  aavoc::.tc  the  abolition  of  the  Specie  leecrvc 
1 


1,  -rof.  Korie,  a  competent  Japanese  econoini?1.  puggeete  the 
gradrdl  abolition  of  ihe  Specie  F.eserve  abroad.  See- 
!Iaiyo  '  Ctm  Trade  Joiirnal)  Jan.  1914. 
aIeo  see-  "Specie  iroblor?"  h--  J.SoeSa,  '^,LIc£'ata,  i.Ikcf' 

l.Ju.ataoka,  and  I'.LlachiCc. 


iyo  ( '.nn 
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Chapter  V, 


'.e  Lavft  ti.u^  -   -    -'-  exerted  it8 

pernicioiiB  effect  v.  on  tiie  nationaj.  iiie  ol  tho  covntry.  "e 
have  alEo  seen  hov,  ILe  ehort-sighted  Debt  itornirittration  has 
ruined  the  ^'ational  Crecit  of  Japan.   The  enormovr  growth  of 
the  national  incumbr_cncc£  and  the  i^-noranco  of  eoiinc  financial 
principles  rjaterially  contrib-uted  to  the  great  distress  of  tT 
niition.   -et  ne  now  proceed  to  examine  the  present  financiitl 
statue  and  sufgest  some  remedies  for  the  financial  pressvre 

of  -!  or'  -.y. 

•  as  v;eli  Said  by  a  well  knovra  English  financier 
"Finance  is  not  mere  arithmetic;  finance  is  a  ^reat  policy; 
it  liee  at  the  bottom,  at  the  root  of  the  forernment  of  every 
country,  Vvithout  sound  fin.nce,  no  sound  governrent  ie  possible; 
v.ithovt  eound  £Overnm.ent,  no  sound  finance  is  possible.  In  the 
commeicial  and  fiscal  policy  of  the  nation  lie  the  foundation, 
the  hap. inesE,  the  prosperity,  and  the  welfare,  not  only  of  the 
vor...in£-  clasBcs,  but  of  the  capitalists  also."   -he  foregoing 
-r.jlysis  of  our  L'ational  lebt  is  sufficient  to  s)  ow  that, of 
recent  years,  finance  in  Japan  has  not  beer,  treated  as  "a  £TC.., 
j.jlicy"  nor  has  been  regarded  as  at  the  source  of  "the  "'•  •""Irefs 
the  prosperity  and  the  welfare  but  as  a  great  accide: 
carried  along  by  tempor'iry  expedients.  ?7itfc  the  remarkable  re- 
velopment  of  commerce,  v.ith  the  rapic  improvement  In  foreim 


liwa  and  iiuro   Ju- i  ind  speedy  ulminis ;  ration  of  tlicii:,  no 

J, I, tempt  .1  ^P  b«en  made  for  eorne  yeare  to  improve  the  man-'renicnt 

of  finance.  I'he  Government  hus  cl^ng-  to  the  olri  fasMoned 

idea  of  financial  adminletration,  thus  creatine  the  present 

financial  dilemma. 

Cf  _ill  injurious  effects  the  national  Debt  produces, 

1 
not;.in£:  is  more  certain  thin  a  heavy  t  ixation.  This  is  why 

Gibbons  i Guards  tho  national  debt  ac  a  "yearly  tax,"  Thue 

he  writes.  "It  is  that  and  nothinr  else,  r.o  burden  v.t/  tever, 

no  liability  v.hatever,  no  cDnting-ency  wh-'tever  in  any  oth'-^r 

shape  can  come  u^^n  ojs  but  t'nat  of  the  tax.  Iheie  ie  no  other 

revenue  through  v.hleh  d.ny  coneectuence  or  influence  can  reach 

2 
ue  from  the  debt  but  th-roufh  this  avenue  of  taxatiDn,"  In 

consequence  of  the  enormous  liational  Debt,  the  taratl^   rae 
become  a  dead  v/ei^-ht  upon  the  nation.  It  is  obvir 
he^vy  taxes  are  difficult  to  impose  v;ithout  hardeljipt  and  in- 
eiiW.litier,  disarranf ir.£  the  industry,  and  raieir.f  the  --ricee 
of  necessary  articles;  losses  that  are  prone  to  fall  princi- 
pally upon  the  poor.  Such  v.'gs  notably  the  effect  of  11  e 
:^ational  Xebt  of  the  Inited  States  aftor  the  Civil  '  ar.  Cuch 

0  the  consequence  of  the  English  borrov;in£:  after  the 
x>i_:jxconic  struggle.  Just  so  it  is  with  us.  Indeed  the  drejic'- 
fui  effects  of  the  injurious  taxation  require  no   comment. 

..  .La.nicls,-xhe  lilements  of  -ublic  Finance  p,295 

.  . iibbone.-The  -ublic  lebt  of  the  tnitcd  "tates  p. 54. 
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iialf  a  cti.cu.j  ...  .,   ir  Norton  -~.w,  ... -^.,.  _-.. 

Miter  in  hie  v/ork  on  Taxation  tcll°  r?  the  eeriotip  oor.^p^ivpnc'. 

lieavy  ta>c.tl}-n  in  Sneland.        ^ecrib.ir.         1 
reevlt  caused  by  procifiu-.e  tax  laic  on  the  productive  anc"  in- 
dtiEtrial  labors  of  the  British  i.in£T'om  in  connection  v/itTi  ite 
influence  on  the  nationa"^  life,  he  reproduces  a  most  vivid 
picture  of  dreadful  confeesion  o.*  Enclieh  pauperism.  Ke  points 
out  th:it  there  were  nearly  a  million  humun  beings  rcceivir.f 
ir.door  and  out(!oor  relief  as  paupers  in  the  r"ifferent  Tnions; 
besides  a  still  e.i'e-.ter  number  v;ere  dependent  u^on  the  hanc'  of 
charity  and  he  afks  if  tLe  English  nation  could  be  proud  of 
their  greatness  when  one  ovt  of  every  twenty  was  a  pauper. 
The  story  is  a  good  example  for  our  instruction.  Cf  covrtc  I 
do  not  mean  to  say  Ihat  vre  are  in  an  analogus  situation  but 
no  one  will  dare  to  s^y  that  such  is  an  impossibility  in  our 
country,  -imong  all  classes, at  present, there  is  a  gro-.it  revolt 
against  the  overwhelming  .:>reEeure  of  excessive  taxation,  The 
poor  man  is  suffering  under  a  high  tariff  v;hlch  has  laiised  tic 
price  of  all  the  necessaries  of  life.  Uae  rich  man  is  groaning 
under  a  heavy  income  tux  and  business  men  are  crusacing  agains 
a  special  business  tax  v.-hich  ViS  oiifinally  imposed  for  war 
pury^-^pee,  anfl  is  now  being  maint'iir.ed  in  order  to  i.eep  np  the 

^-el  of  exper.r'iture  on  the  army  and  .n.ivy.  Indeed  the 
present  excessive  tax-.tior  is  drivi.  .>- 

ductive  labor,  whose  channels  of  inc'uulr;  ..re  n:v  r.cu:ly  cheer" 


1,  lir  C,  llorion  *eto,-        .  enaitrre, 

p.r4£. 
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up,  Ihie   can  noi.  .^  ;   .j-  _.  l,:  '.'.   t; 

river  is  diiefi  lap,  i'  o  left  dry; 

disci-arge?  v.ater  ir.to  <   gi-eater  body  than  its  eovrce,  it  nirct 
one  day  or  other  be  cci^pl«tely  drained,  Th«re  ie  no  douhl  that 
the  reduction  of  the  hec-ivy  taxes  is  moet  important  for  tl  e 
financial  reform  of  Japan, 

:n  t'j.e  other  hand  v.e  Epend  vast  Evms  upon  orr  mil  it'  rv 
ir.stilvtions  which  o-urht  not  to  he  spent,  "e  extend  estahlirh- 
ments  for  nj.val  pvrposee  long-  after  they  have  been  r-uperseded 
and  when  no  objects  remuir.  Vvhich  these  establishments  can 
CT  pply.  Indeed  we  ou£ht  to  iidjust  t}  e  numbers  of  the  military 
and  navari  forces  so  ae  not  to  exceed  vl  at  is  realjy  necessary 
for  the  peace  and  eeci;rity  of  the  cor.ntry.  -he  army  and  n  \-y 
are  ^reiit  Boi:irce£  of  expense  to  the  natior.  even  in  time  of 
peace  and  the  tax  payers  of  trc  coi^ntry  should  not  be  called 
upon  to  maintain  establishments  for  which, if  there  ie  no  oc- 
casion. I-eally  v;e  oug-ht  not  to  increase  oi:r  military  and 
naval  establishments  on  account  of  any  speci:litive  -^pprehen- 
eions  unles-s  they  are  Vv-ell-fovnded*  The  reliance  of  orr  natior. 
is  to  be  placed  upon  something  more  effective  even  than  a 
standing  army.  Our  national  efficiency,  our  national  reeot-rces, 
sj[i&   national  spirit,  these  always  have  been  and  alv.-..:;?  '  ill  he, 

the  real  r:ircee  of  our  country's  streng-th.  T"  e  pi         re 

£ 
for  t] c  neion  of  armaments  is  therefore  ung-rnd, 

1,  Cf,  Ihe  ^,i;e8tions  or.  lax  leduction,  laiyo  ( £un  'radc  Jovrn  _ 

i'.iiorie  on  lax  I-eduction  anfl  its  Llovcment.  Tai, 

rnal)  Llarch  1914. 
i,,    '.ne   -ulj-y  ;f  the  expunsior,  of  armaments  wae  discussed  by 
eeverul  publicists  nnd  oooromiFl?  Ir  Taiyo  ( S'-'n  Triide  •T-^'-rnil. 
J-Ln,191£  and  LI'irch  191'- . 
Cf . L.honda, -Finance  ar  ' 
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Ir.dcod    it  is  .^.tevr^  to  expiin!'  tl. 

ring  un:  ch- 

ir.^  .  ^iiiiiei.  l". 

foiii-  o:  living;  lo  in.jress:-  iic  ■•  oix^  oy  ^  &;  ^v  ?:  military 
etr*^'-  '>.  "All  attempte"  says  "he  "to  make  o-ureelvee  out  of 
■j.1^  :  on  to  ovr  finiincial  reeofircee  are  bounc'  to  end  in 

fiiiltire.  Ihis  ontv/ard  ehovi  may  (?a??le  the  outlooliere  for  .  fev/ 
years,  but  it  ie  ^n  extremely  c'angerotie  policy  to  ptirero,"  The 
financial  inipr overrents  of  Japan  can  not  be  accomplished  so  lor.,- 
■L^    \ri^    ?^.^irit  of  vanity  prevails, 

:  ie  also  in  our  coimtry  a  lack  of  public  real  and 
spirit  .araon£  public  afficiale  which  ie  attended  with  the  most 
unfortunate  consequencee.  It  is  (^uite  plain  that  the  affairs  of 
a  nation  can  never  be  pro,  erly  concreted,  '.vhere  a  spirit  of 
selfishness  dominates;  whether  it  arises  from  attachment  to 
the  interest  of  one  man  personally,  or  to  the  interest  of  vh<^t 
is  called  party.  The  effects  are  much  the  s':;e  in  either  case, 
although  the  object  may  be  more  confined  or  more  extended.  L'o 
one  v.ill  deny  that  public  frauds  often  exist  in  our  country. 
Those  who  get  into  power  are  afraid  Ihat  they  si:  .11  not  long 
continue  in  the  management  of  public  affiire,        :ofore 
anxiously  embrace  ever>  opportunity  themeelves 

expense  of  t''<e    rublic.  That  .-^  revails  in 

c' a^Ti^n  can  hardly  be  si^^estioned,  Ihe  £rcai  .  ..v .^   scandal  vjiic"}^ 
v.^c  "bioiif-'ht  to  lifht  recently  it-  •:  c:>.,-i'-lc  Icfiirror.-;  to  "Jis. 

-. .  ^   ...  evident  fad 
-vblie  affairs  is  pierible  pport  of  . 
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nation.  :hc  popi^lar  rociai  vr,.' 

palpnble  everyv.herc         .    t-hinr  le  noi  <:  .'-" 

than  roeisuree  whicl;  •xcite  the  naselone  of  the  people, 
mobs  of  all  coTintiles  when  once  infuriated,  are  alike, 
lc88  and  fieetruotive,  LcdrosB  for  g-rievanceB  of  tho  people  :s 
desir.Hhle.  It  wae  F-^id  that  famine  v.as  a  real  original  caree 
of  the  moEt  oruel  rnaseacres  d-urir.g-  the  French  r.evoltition.  The 
failure  of  their  paper  securities  caused  itn  erroneous  rite  in 
the  necessaries  of  life,  and  even  i.  f/carcity  from  the  confusi 
anc?  robberies  neceesarily  attendant  on   such  a  state  of  affairs, 
Th«  I1jry  of  the  populace  was  taken  advantage  of  by  the  creatur-" 
of  the  day,  j^nd.   directed  against  this  and  that  faction  as  the 
cause  of  their  inieeries.  -he  unfortv.nate  kinp-  v3F  chirked  v.-if 
intercept ir.g-  the  p -ssag-e  of  corn  into  laris;  aire?  hence  these 
atrocious  outrages,  v^hich  hsve  eo  indelibly  stained  the  character 
of  the  nation.  V.hat  would  be  the  fate  of  our  country  under 
similar  circumstances?  Can  v>e  safely  guarantee  against  such  ar 
unhappy  recurrence  in   the  future? 

Twenty-five  years  have  elapsed  since  v.e  adopted  the 
Constitutional  Coveinmont,  yet  we  are  far  froin  realizing  the 
beauty  of  the  i  epreerentative  administration.  That  is  most 
needed  on  the  subject,  is  the  enlightened  public  morality 
emd  justice.  "Justice  is  the  virtue  that  works  best  f^r  •■. 
constancy;  und  beet  serves  everybody's  inter 
in  tu:  .      .uestion  of  the  administrative  leforBi  ut  pies- 
ent  i£  11  :t  ^  i  imarily  oolitlcal,  but  moral.  It  ie  tie  Golden 

'.VIC. 


tvile  Jti£t 
poinlcc  out,  I  "  : tcnrof  '  '"    of 

the  people,  fia.  .       --    .  .,    the  Jiirt 

control  they  woxil^  never  have  had  a  corrupt  Llinietry  poBsct:.- 
•A  vith  the  meane  cf  amalgHinatliig'  the  monoler'  irtcrert  v.Jlh 
their  own  ijnpTincipled  meastiree.  Indeed  svoh  ie  the  Tnultitrde 
of  taxe8,arTEy  and  n-ivy  ratronafe,  slneciree  ■ir.''  office  pre- 
ferment, that  the  i^emhers  of  the  I!irietry  o-  n  not  resist  t^e 
tempt 'it  i  ::if.  and  eo  lonf  as  these  temptations  exist,  they  win 
support  I;  c  ^resent  destriictive  an""  tinconstlttitional  system. 
In  si.ort  the  real  cause  of  <ill  orr  misfortunes  i?  -x   ^unt  of 
a  proper  representation  in  the  House  of  riepreaentativcs. 

'7hile  we  are  looking"  at  the  dreary  side  of  oir  firvr.- 
cial  situation  we  must  not  forget  the  other  side  of  the  pic- 
ture, although  our  present  condition  ie  rathei  dark,  yel  the 
sun  ie  still  shining  be};ind  the  cloud.  Ihe  future  of  Jipan 
is  a  e}.Gerful  and  hopeful  on«.  Indeed  it  is  scarcely  possible 
to  see  the  vast  aj'ro^tte  to  which  our  National  Debt  has  reach 
ed  v/ithout  a  feeling  of  confidence  ir  the  financij.!  strength 
of  the  nation  v.hieh  ie  able  to  bear  a  burden  so  prodigious 
and  EO  suddenly  imposed.  In  spite  of  all  the  mletaket  we  hj.vt 
made  and  conee^iUent  evils  fcr  vhich  v,e  arc  £  offering,  the 
ccujitry  ie  nov;  in  a  better  position  to  deal  v.ith  the  debt 
than  it  ever  was  if  the  rig]:t  policy  is  pursued. 

Ilotv  ithetanding  the  financial  pressure,  the  develop- 
ment of  the  pov.ere  of  production  in  the  increase  of  the  total 
v/ealth  of  the  country  hat  been  remarkable.  Every  year  new 


100. 


iniprovemcj-.-   .  .  .  -  -  —    - -   Df  agriculture,  conanerce 

and  industry.  Iho  (quantity  of  useful  oonanoditiec,  proflrcsd  --i 

overy  deecription,  hae  been  wonderfully  axjcumented.  :be  greater 

t}je  tiuautity  tb.t  can  be  produced,  the  greater  the  wealth,  V.e 

can  only  inoreuee  cvr  wealth  by  incrc  elng  thcee  productlonE; 

we  can  only  become  poor  by  diminishing  production,  -igain  the 

dill'erent  LieanE  of  trtinsportation  and  comnunication  have  beon 

extended  far  and  vide.  On  ihe  other  hand  our  national  revenue 

ie  more  than  enoug-h  to  defray  all  the  expenditure  so  that  a 

con£ider-ble  amount  of  surplus  v;aF  produced  during  the  laEt 

fiscal  year  through  the  acKinistrative  reform.  Indeed  this 

increase  cf  the  v.ealtl:  cf  the  nation  is  ey.uivalent  to  a  re- 

1 
duction  of  the  Ivation-Hl  Debt.  Lloreover  sice  by  side  v:ith  the 

£X0Wth  of  the  v.ealth  of  the  eotintry  there  has  been  an  orcr- 
mous  incieaee  in  population.  In  1671  t/e  v.j.ole  popula-icn  of 
J:-pj.n  v-ae  thirty-three  million.  It  is  no?;  more  than  fifty 
million  v/ithout  taking  into  account  the  -copulation  of  i-ore.., 
iormoea  and  Saghalieii,  which  amounts  to  ybout  seventeen  mil- 
lion. Should  this  state  of  affaire  be  maintained,  the  buiden 
of  the  coimtry  v.ould  he  gradually  reduced  and  the  future 
.io&r':':it7  zf   Japan  can  not  be  doubted. 

....  intereeting  analogy  may  be  found  betvecn  the  pres- 
ent condition  of  Japan  and  that  of  Great  Britai: 
of  the  long  struggle  with  the  first  iiapoleoc.  .»fter  tne  uttttj.e 


1.  .lee  ii.C...^dams,-Finance.p.c5C 
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of  V.aterloo,  the  inglir'  r.:.*!  f  national 

detl  anc  taxation  inc:  :  an  exlsnt  that  it  appeui 

cntly  thrcatenec  not  only  the  Bolvency  of  the  national  Trearr.ry 
but  the  very  existence  of  the  ftate  ae  a  coherent  anfl  well 
orpanired  coBaannity,  But  not  only  did  iiigl&nd  curiaount  all  tic 
embarrasemente  th.t  ha.C   been  placed  upon  her,  but  ^racually 
emerged  from  eveiy  cifficulty  and  reached  a  position  v/"*  icr  i 
toclay  the  envy  of  the  v^orld.  So  may  it  be  vit] 
believe  1\.   will  tc. 

It  is  hopeu  .ii^L  .'i.e   nev:  Ilinietry  v,'ill  ie--x;c  w.c 
great  responsibility  t}:cy  assr-Tne,  li^y  those  ir.  pov/er  arake  to 
tLe  sense  of  the  danger  we  are  in.  -hey  are  no:  rulers  cf  V. 
coiiniry  but  servants  of  the  people.  It  is  their  duty  and  v.ithin 
their  pov.er  to  redress  the  grievji-nces  of  the  nation,  The  v.el- 
fare  of  the  people  is  the  supreme  law.  Vie  have  terms  of  wealth, 
lesourcen  of  production  anc  elements  cf  inherent  strength  that 
need  the  enlightenec  policy  of  the  GoverniTient,  Indeed  our  pos- 
terity v.ill  laugh  at  the  folly,  the  ignorince  or  the  lack  c^ 
political  insight  in  the  statesnicn  or  firancial  v/r iters  of 
today  v.ho  venture  to  assert  that  ve  have  already  totally  ex- 
huusted  ottr  resources.  The  only  great  comprehensive  vrcn^  \  ; 
V.' -C  contend  is  simply  the  want  of  appliCition  of 

sound  econonio  i'rinciples  in  our  national  econocy,  ...11  the 
difficulties  of  finiince,  all  the  WBtoarraeements  connected  v.ith 
currency,  all  the  o;presBion  and  suffering  caused  by  high 
taxes  ,nc  hi^h  priccc,  .11  the  cistrusts  of  the  people  and  we 
Di>Arf  li^ioa  will  v.r.ish  before 


iiieeratlep,   ".aterloo 

11.   v)  ore   exiPlcncT 


ii.e  improvemer.  ■ 
else  vill  catiE 

'According  co  iiv^  ^ 
v,aL  loet  beCa.tl8C  of  the  n.m.cr,   i:ac  oj. 
^'&E   unknoT.n  or  Qisur   .:'or.  T     -Icon'e  crii'^  '  '" 
been  redeemed  tha; 

j.'x'l   \.a£  lo8l;  usleai  itXiiL   XligLb  ana  L.I  x^elen^;;,  bec^n.e  stern 
reulities,  -}:e  e^unlien  road  in  the  field  of  th«  financial  ac'aixi- 
trstion  of  th«  Jap-.nese  Government  is  the  igrcrar.ec  cf  sovnd 
financial  policy  ^nd   each  £ncceedin£  lliniel;' ,,        as  foufj. 
for  the  financial  improverr;.       ite  renewjd  determination 
hae  fallen  into  ImmGdiate  coll  .pse. 

'Vhai  the  nilion  renlly  v;anlt;  i  c—  i;  .  o  j. -r - i; x  _ j.  .. c c 
Eta.esmanship  of  Connino  in  OT^r  rinaneial  Adminielration, 
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